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ROBABLY no problem has caused 
greater concern to state legisla- 
tures and public utility commis- 
sions in recent years than has the ra- 
pid development of motor carrier 
transportation. Scarcely a legislative 


session has been held in the past five 
years which has not dealt with com- 
mon and contract carriers, either by 
way of imposing taxes, or of subject- 
ing these carriers to new rules and 
regulations. 


Many of these acts have 
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since been reviewed by state courts 
and by the United States Supreme 
Court, and the situation is gradually 
clarifying as to the amount of control 
which the states may exercise over this 
new utility. 

It is needless to review here the rea- 
sons for this great interest in motor 
carriers. Most of them are familiar 
to every one. The desire to maintain 
the highways which have been built 
at an enormous public expense, and 








the desire to make their use safer for 
the ordinary citizen in the private car 
have been the most powerful motives 
so far as the general public has been 
concerned. 


HE enormous expense of the up- 

keep of the highway system has 
forced the legislatures to seek meth- 
ods of imposing heavier taxes on mo- 
tor carriers. A reason more obscure 
to the average man, but thoroughly 
familiar to all commissioners, has been 
the necessity of maintaining the in- 
tegrity of the general transportation 
system. For forty-five years the 
Federal government has developed its 
system of regulation of railroads un- 
til now there is scarcely a move which 
a railroad can make without seeking 
the approval of either the Interstate 
Commerce Commission or some state 
regulatory body. Such has not been 
the case with motor carriers until 
comparatively recent years, and only 
now are we beginning to exercise a 
form of control which is even faintly 
comparable to that exercised over 
railroads. Most states today have 
developed reasonably adequate con- 
trol over common carriers by motor 
vehicle, but the contract carrier pre- 
sents a problem which has as yet been 
very inadequately met. Subjected to 
no control over his rates or service, 
‘ the contract carrier has slipped in and 
out of the transportation business, 
greatly disorganizing not only com- 
mon carriers by motor, but through 
them forcing reductions in rail rates 
which have tended to make the pres- 
ent situation of the roads even more 
difficult than it ordinarily would have 
been during this long period of de- 
pression. 
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ky will be of interest to other states 
to review briefly the experience 
which the Kansas commission has had 
in its control of motor carriers. 

The session of the legislature which 
was held in the spring of 1931 passed 
an act which gave the control of all 
motor carriers, common, contract, 
and private, into the hands of the pub- 
lic service commission, which had 
hitherto had authority only over com- 
mon carriers by motor vehicle. As 
well as extending the power of the 
commission over contract and private 
carriers, the act imposed a mileage tax 
for the use of the highways. The 
commission was authorized to grant 
“certificates of convenience and neces- 
sity” to public or common carriers— 
(those operating over regular routes 
and between fixed termini) and “per- 
mits” to contract and private carriers. 
Such a “permit” was to be granted 
upon the receipt by the commission of 
information covering equipment and 
financial responsibility, the payment 
of a $10 fee and the satisfaction of 
the commission that moderate insur- 
ance requirements had been met. 
The act imposed a mileage tax of .5 
of a mill per gross ton mile of oper- 
ation, the ton mile to be calculated by 
adding to the weight of the vehicle 
twice its rated carrying capacity. The 
validity of the act was attacked by 
both contract and private carriers, the 
private carrier suit eventually being 
carried to the Supreme Court and the 
act sustained.* 


HE commission immediately set 
up the necessary machinery for 
enforcing the act ; the staff of the mo- 





1 Continental Baking Co. v. Woodring, 286 
U. S. 352, P.U.R.1932E, 429. 
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tor carrier division now consists of 
a director, six field inspectors, a le- 
gal clerk, a permit clerk, an insurance 
clerk, an auditor, and the necessary 
stenographers. 

During the first year of operation, 
ending June 30, 1932, $156,000 had 
been collected in taxes from all op- 
erators, in accordance with the follow- 
ing classification. 


No. of No. of 


Class Operators Vehicles Tax Paid 
Commoncarrier 231 568 $88,280.64 
Contract carrier 2,279 3,149 36,329.64 
Private carrier 763 2,122 31,423.63 


BE wie adercnaass Hiivring wie $156,033.91 


This table also shows the total 
number of permits and certificates 
granted, and the number of vehicles 
covered by it. 

It will be at once noted that the 
common carriers by bus and truck 
have paid over 56 per cent of the 
tax, although they operated less than 
10 per cent of the vehicles. Contract 
carriers, with over 50 per cent of the 
vehicles, paid only 23 per cent of the 
tax, while private carriers with one 
third of the vehicles paid 20 per cent 
of the tax. This last statement must 
be read in the face of the fact that the 
Kansas Act entitles private carriers to 
free operations within a 25-mile zone, 


CAREFUL classification of all types 
of carriers was made according 
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to the amounts paid. These tables 
checked against other evidence, such 
as known route mileage, monthly 
comparison of tax reports, the result 
of field investigations, and other mat- 
ters, disclosed that there was no doubt 
that the common carrier, both by bus 
and truck, was paying his full share 
of the tax exacted by the act. About 
the same might be said of the private 
carrier, always bearing in mind his 
25-mile exemption. 


HE case of the contract carrier is 

widely different. The record dis- 
closed that nearly 25 per cent of the 
contract carriers on the commission’s 
register paid nothing other than the 
filing fee, and a total of 63 per cent 
of the contract carriers paid less than 
$10 for the year’s mileage tax, the 
average for all contract carriers be- 
ing $11.25 per vehicle. 

In view of the fact that $10 repre- 
sents the tax payment for 4,000 miles 
of operation of a Ford or Chevrolet 
truck, and the large number of con- 
tract operators on the register, and 
every-day knowledge of the use which 
they make of the highways, it is ap- 
parent they are escaping the tax in a 
large measure. (A suggested remedy 
will be found further on in this ar- 
ticle. ) 

One other feature deserves atten- 
tion at this time. We believe that at 


contract carrier has slipped in and out of the transportation 


q “SUBJECTED to no control over his rates or service, the 


business, greatly disorganizing not only common carriers 
by motor, but through them forcing reductions in rail rates 
which have tended to make the present situation of the 
roads even more difficult than it ordinarily would have been 
during this period of depression.” 
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least half of the importance of motor 
carrier acts lies in their regulatory 
aspects. The Kansas Act authorizes 
the commission to enforce the carry- 
ing of public liability and property 
damage policies. Many of the small- 
er operators have apparently found 
great difficulty in complying with this 
provision. Three hundred twenty 
seven operators were suspended dur- 
ing the year for violation of the in- 
surance provisions. Another 107 
voluntarily ceased business, the reason 
in most cases being their inability to 
comply with the insurance provisions 
of the act. Hence, we see that there 
is a turn-over in the contract carrier 
field of nearly twenty per cent in one 
year. This does not appear to be at 
all out of line with the experience in 
other states. 


URING the summer of 1932, the 
Kansas commission gave a 
great deal of serious thought as to 
what might be done to remedy the sit- 
uation. Having completed a careful 
study of the situation in Kansas, in- 
vestigations were extended as far as 
possible to the experience of other 
states covering both taxing and regu- 
latory provisions. By happy coinci- 
dence, just at this time, Mr. Fred 
Woodruff of the Iowa commission 
called a conference of middle western 
‘ commissions interested in motor car- 
rier regulation, early in October. 
This meeting was attended by repre- 
sentatives from Iowa, Nebraska, Ok- 
lahoma, North and South Dakota, 
Wisconsin, Michigan, and Missouri, 
and for two days motor carrier prob- 
lems both of taxation and regulation, 
were thoroughly discussed. Personal 
contacts thus established and the free 
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interchange of information and ex- 
perience went a long way towards 
supplementing the knowledge which 
the Kansas commission had already 
gathered. It was finally agreed that 
in the absence of Federal regulation 
the state commissions should strive 
for greater uniformity with regard to 
state laws and regulations. 

A legal committee was appointed 
under the chairmanship of Earl 
Hatcher, of the Kansas commission 
staff, which included representatives 
of Iowa, Wisconsin, Minnesota, and 
Michigan. This committee made the 
first draft of a uniform act at the 
Kansas City meeting, met later in St. 
Paul and again in the middle of No- 
vember during the convention of the 
National Association of Railroad and 
Utilities Commissioners in Hot 
Springs. At this meeting the delib- 
erations of the legal committee were 
placed before the commissioners’ as- 
sociation, and a proposed uniform mo- 
tor carrier act was finally approved in 
principle. It was recognized that 
each state would necessarily have a 
variety of local conditions which 
would require modification of any 
general provisions. 


: Bee us call attention to what are 
considered the salient features of 
this act. First, consider the definition 
applied to common carriers. 

The principles of common carriage 
have long been well established in the 
eyes of the law, but it has happened 
that previous modes of common car- 
riage have always been limited to a 
private road bed, a pipe line, or other 
definitely located route. This has led 
to a general acceptance of the idea of 
fixed routes and regular termini, 
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The Proposed Act for Granting Authority to the Commission 
for Regulating the Contract Carrier: 


ce HE commission is hereby vested with power and authority 

and it is hereby made its duty to prescribe rules and regu- 
lations covering the operations of contract motor carriers in com- 
petition with common carriers of this state, and the commission 
shall prescribe minimum rates, fares, and charges to be collected 
by such contract motor carriers, which shall not be less than the 
rates prescribed for common carriers for substantially the same 

service.” 





prevalent in most laws defining com- 
mon carriers by motor. With our fast 
spreading network of public high- 
ways, such definition has become in- 
applicable. Some states have attempt- 
ed to meet this by providing for two 
classes of common carriers, those on 
“regular” routes, and those on “‘ir- 
regular or intermittent” routes. The 
legal committee felt that this situation 
could be met by applying the follow- 
ing definition : 

The term “common motor carrier 
of property” shall mean any person 
who holds himself out to the public 
as willing to undertake for hire to 
transport by motor vehicle from place 
to place the property of others who 
may choose to employ him. A rider 
was added to this definition to the ef- 
fect that transportation for more than 
one consignor, or to more than three 
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consignees by any motor carrier, shall 
be prima facie evidence that such mo- 
tor carrier is operating as a common 
carrier. This test has been applied in 
the Pacific Coast states, and would 
seem to be effective if given legisla- 
tive sanction. It was felt that this 
definition and the rider, taken in con- 
junction with “he provisions consid- 
ered below, would go a long way to- 
ward strengthening the hands of the 
commissions. It would give them 
adequate control over that great class 
of motor carriers who are at present 
operating under a contract carrier 
status, merely by virtue of the defini- 
tion of common carriers laid down in 
the various state acts, but who are ac- 
tually performing an operation of 
common carriage. The act completes 
the cycle by defining a “contract mo- 
tor carrier of property” as being any 












person engaged in the transportation 
by motor vehicle of property for hire, 
and not included in the term “com- 
mon motor carrier of property.” 


HE second important feature of 
the act may be summarized as 
follows: 

The competitive situation in Kan- 
sas and the other states between com- 
mon motor carriers and contract mo- 
tor carriers has been such as to inter- 
fere seriously with the effectiveness of 
the regulation of common carriers; 
commissions had no control over the 
rates charged by contract carriers, 
and it was felt that the common car- 
rier was thus subjected to unfair com- 
petition. In many instances this sit- 
uation was met by the common car- 
rier entering on the contract carriers’ 
field, accepting business under both 
categories. Texas specifically forbids 
such a dual capacity. Consequently, 
three sections were included in the pro- 
posed uniform act based on the Texas 
law, which was then in litigation be- 
fore the United States Supreme 
Court. It was felt that the general 
policy of the court as indicated by oth- 
er decisions rendered in recent cases 
justified an expectation that the Su- 
preme Court would sustain the Texas 
act. Our expectations have since been 

justified.* 


HE first of the three sections de- 

clares that the business of con- 
tract motor carriers is affected with 
the public interest, and that the safety 
and welfare of the public, the preser- 
vation of the highway system, and the 
effective regulation of common car- 





2Stephenson v. Binford (1932) P.U.R. 


1933A, 440, 53 S. Ct. 181. 
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riers, require a reasonably extensive 
control over contract carriers. 

The second section forbids any 
contract carrier to operate in such a 
manner as to give undue or unreason- 
able advantage to those whom he 
serves as compared with the patrons 
of any common-carrier, or by his op- 
erations to destroy or impair the 
business of any common carrier or to 
interfere by his operations with the 
effectiveness of the regulation of such 
service. It also requires contract car- 
riers to maintain on file with the com- 
mission statements of their charges. 

The third section reads as follows: 

“The commission is hereby vested with 
power and authority and it is hereby made 
its duty to prescribe rules and regulations 
covering the operations of contract motor 
carriers in competition with common car- 
riers of this state, and the commission shall 
prescribe minimum rates, fares, and charges 
to be collected by such contract motor car- 
riers, which shall not be less than the rates 
prescribed for common carriers for sub- 
stantially the same service.” 

It is hoped that the adoption of 
these three sections, with the amended 
and simplified definition of common 
carriers, will eventually enable the 
commissions to place motor carrier 
service in their states on a fair and 
equitable basis. Such a parity is es- 
sential if the whole transportation 
system of the state is to be placed up- 
on a reasonably stable basis. 


NE other feature deserves atten- 
tion—the collection of taxes. 

The proposed act adheres strictly to 
the principle of the mileage tax, which 
has already been adopted by nineteen 
states, and which, by general agree- 
ment, seems to be regarded as the fair- 
est tax to apply to motor carriers. 
A provision for a minimum tax, cal- 
culated on a ton-mileage basis, was 
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inserted in the act, requiring every 
carrier to deposit an amount sufficient 
to cover 12,000 miles of operation of 
his size of truck in a given year. 

For tax purposes, the weight of the 
vehicle is obtained by doubling the 
manufacturer's rated capacity and 
adding thereto the weight of the ve- 
hicle. On the smaller trucks, those 
rated at five tons or less, this means a 
deposit of $30 and increases by $6 per 
rated ton thereafter. It was felt that 
12,000 miles was a reasonable mini- 
mum operation which would be per- 
formed by any carrier, and yet the 
deposit would not constitute an un- 
due burden. Monthly mileage reports 
are to be rendered and after the mini- 
mum deposit has been exhausted, the 
carrier is to accompany his monthly 
mileage reports with a remittance for 
the amount of taxes which have be- 
come due in excess of the deposit. 
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NE other section was written in- 

to the act which is worthy of 
note, not because of any new princi- 
ple involved, but because it calls at- 
tention to and emphasizes an all too 
common situation. The section 
reads: 

“It shall be the duty of the sheriffs of 
the counties to make arrests and the coun- 
ty attorneys to prosecute all violations of 
this act.” 

This, of course, is no more than 
expressing in so many words what is 
already the plain duty of local officers. 
It seems, however, to have been the 
experience of all states that they have 
failed to receive adequate cooperation 
from local authorities in enforcing 
motor carrier acts. It was hoped that 
by thus calling their attention specifi- 
cally to their duty, the effectiveness of 
the proposed act might be materially 
strengthened. 








Coming Features 


THE REBELLION OF THE TAXPAYER AGAINST THE POLITICIANS 


Industries as well as individuals are staggering under the crushing 

burden of taxation that seeks to defray the huge costs of government. 

What effect is this mounting tax rate having upon the utility compa- 

nies? How is it affecting the ratepayer? The utility security owner? 

What does it augur, for good and ill, to the industry? The vital 

problems will be analyzed by Hersert Corey in the next number 
of this magazine—out March 16th 
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WHAT THE TEST OF EXPERIENCE REVEALS ABOUT 
Our “DEPRESSION PROOF” UTILITIES 
Some of the reasons why security issues of public service corporations 


have slumped disproportionately to the decline in utility output. By 
ArcHER E. KNow ton, in the next number. 
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THE EFFORT TO KEEP THE UTILITIES 


Out of the Federal Courts 
What the Johnson Bill augurs for the industry 


So important is Senate Bill No. 3243 regarded as a measure for regulating 
the public utilities that Pusitic Urtmiries Fortnicutiy is presenting a 
series of three articles that analyze and interpret its significance, each 
presenting a different point of view. In the preceding number of this 
magazine, the bill’s sponsor, Senator Hiram Johnson, presented his reasons 
for believing that his proposed law will serve the public interest by extend- 
ing the authority of the state tribunals over regulatory problems; in a 
following number will be published an article by Clyde L. Seavey, President 
of the Railroad Commission of California, who will point out why this bill 
has been endorsed by the National Association of Railroad and Utilities 
Commissioners as a measure that will make more effective the present 
system of state regulation. 


By HERBERT COREY 


She pressed her lips to his dry 
mouth; 

“You are home, darling,” she 
sobbed. “You’re at home with me.” 


LD Colonel Crowder lay dying 
in San Francisco. In order 
to head off any complaint 

from his heirs or from Colonel Crow- 








der himself, in case he did not make 
a job of his dying, it is here alleged 
_ that Crowder is not his name. For 
forty years he had been known as a 
hearty, saddle-smoothed, red-faced 
soldier, with the finest brand of pro- 
fanity known in the United States 
Army. The name of the Deity was 
forever on his lips. His wife bent 
over his presumably dying bed: 

“I’m almost—home,” the old man 
muttered. 


Old Colonel Crowder lifted one 
eyelid with a mighty effort and glared 
at her; 

“Dammit all,” he whispered, “you 
blamed idiot! I meant my heavenly 
home.” 

That’s just where the utilities are, 
if they only knew it. If the Johnson 
Bill becomes a law and the Supreme 
Court accepts it, and there is no rea- 
son to think the Supreme Court would 
do anything but accept it, the utilities 
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may just as well prepare to depart in 
peace. They will be at the mercy of 
every jackleg politician in every mu- 
nicipality in the forty-eight states. 
The reader will note the careful qual- 
ification in that statement. I said 
“jackleg” politician. Politicians whose 
legs are not jacked are automatically 
exempted. 

This is what the Johnson Bill is 
framed to do. 

In effect it substitutes the voice of 
the people for the protection of the 
courts so far as utilities are con- 
cerned. 


DN gnisrggn. public utilities com- 
mission, or other body or in- 
dividual having authority over public 
utilities, may win an election by 
broadcasting promises as to the cheap 
rates for gas or electricity or water or 
street car fares to be made in the fu- 
ture. That bait is always alluring to 
the electorate. It is alluring to me. 
The man who promises to get me my 
telephone for a dollar a year, with a 
rebate of ninety cents per year if my 
wife has twins or cholera hits my 
hogs, will certainly get my vote un- 
less some one puts the other side of 
the case before me. The utilities, 
poor creatures, seem never to put their 
side of the case before the electorate. 
At least they do not put it convincing- 
ly. They have preferred to resist ag- 
gression in court. 

Under the Johnson Bill they must 
fight their fight through the state 
courts before they get into the Federal 
courts. What with our national pro- 
hibition jag and the highbinding op- 
erations of gangsters and foreclos- 
ures of mortgages and the ingenious 
tricks for securing delay worked out 


by lawyers whose clients are guilty as 
the boll weevil, the average state court 
is anywhere from one year to a gen- 
eration behind in its docket. The 
Lord only knows how long it would 
take a given utility to carry a case 
through a given set of state courts 
until it can reach a Federal court. In 
this connection the words “a Federal 
court” means the United States Su- 
preme Court. 

In the meantime the utility may be 
deprived of the protection usually 
granted utilities in such a case. The 
present rule is that when a commis- 
sion makes an unfairly low rate the 
affected company asks for an injunc- 
tion against putting the rate in effect 
until final action has been taken by a 
competent court. The ratepayer con- 
tinues to pay the existing rate. If the 
court’s decision is against the utility, 
he gets back the excess with interest. 
If the utility is upheld in its fair rate, 
it has not been harmed. 


jap the Johnson Bill the rate- 
payer would begin immediately 
to pay the newly fixed low rate, and 
that rate only. The utility might win 
its case in the end, but that low rate 
would have been effective during the 
period of contest. No utility would 
be foolish enough to try to collect the 
difference between the low rate actual- 
ly paid and the higher rate eventually 
approved by the court. It could not 
be done. That egg would have been 
busted. Not all the king’s horses 
could put Humpty Dumpty together 
again. No doubt Senator Hiram 
Johnson of California is sitting back 
and watching the progress of his bill 
through Senator George W. Norris’ 
personally conducted Judiciary Com- 
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mittee in much the frame of mind ob- 
served on one occasion in Mr. Chet. 
Hargis of Bonanza, Wyoming. Mr. 
Hargis had just secured an interest 
in the store owned by the three Ryland 
brothers and was looking forward to 
years filled with fruitfulness and joy; 

“Tt looks like,” said Mr. Hargis, 
“we got this here community throwed 
and hog-tied. After you lap up some 
of the whisky that Tommy Ryland 
sells at the bar you ramble out into 
the store and Jimmy Ryland sells you 
a lot of goods that maybe you ain’t 
got no use for and maybe you have 
and then when you can’t pay for ’em, 
Justice of the Peace Bill Ryland he 
issues a judgment against you and 
Constable Chet. Hargis takes a couple 
horses to satisfy it. Man, we got 
Bonanza a-comin’ and a-goin’.” 

If the Johnson Bill becomes a law 
the utilities will be in about the same 
fix that Bonanza, Wyoming, found 
itself in during the life of the firm of 
Ryland Brothers and Hargis. Even 
in a worse fix, in fact. The cattlemen 
of Bonanza took to shooting at Ry- 
land Brothers and Hargis. 


I po not know precisely what Sena- 
tor Hiram Johnson and Senator 
George W. Norris had in the back of 
their august heads when Johnson 
framed Senate Bill No. 3243 and 
. Norris zipped it through the Judiciary 
Committee with a recommendation 
that it be made law. But I have the 
same right to believe the worst of 
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Johnson and Norris that they have 
and exercise, to believe the worst of 


the rest of us. Acting on this free- 
dom, then, I believe that Senate Bill 
3243 is another step in the march to- 
ward the public ownership of utilities 
for which Norris especially is so en- 
thusiastic. If the utilities cannot 
function—and they cannot function 
—if this bill becomes a law, and the 
people cannot do without the utilities, 
which they admittedly cannot, the 
next and only step is to turn the utili- 
ties over to the government. 

And then, hey nonni nonni! for the 
big new government bureau composed 
entirely of voters labelled clerks, stat- 
isticians, experts, and the like. Or 
maybe it should be hey nannie, nannie. 
There is a nannie in this somewhere. 
Maybe it is the nannie of the utili- 
ties. 


ig hype shows his hand, or so it 
seems to a person who thinks 
that Norris is bright and sincere and 
prejudiced and generally all wrong, in 
the report written by him for his Ju- 
diciary Committee in support of John- 
son’s bill. It must be understood that 
the bill applies to the utilities only. 
The changes proposed in the law do 
not affect other forms of enterprise. 
Johnson and Norris are shooting 
straight at the utilities and—between 
us—hitting em. It may not be con- 
sidered quite fair play to select the 
utilities for rough treatment, but that 
may be passed over. It is the utilities 


of the case before the electorate. At least they do not put 


q “THE utilities, poor creatures, seem never to put their side 


it convincingly. They have preferred to resist aggression 
in court.” 
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which are to be the burnt offerings in 
the Super Power Web planned by 
Pinchot and supported by Norris and 
his Progressives, and which if it were 
ever to be created would be the biggest 
and most powerful government bu- 
reau ever constructed. And, inciden- 
tally, the most expensive to the poor 
old taxpayers. The Johnson Bill if it 
became law would be one swell move 
toward that bureau. 

But Norris’ brief in support would 
lead the reader to believe that the pro- 
posed correction in the law covers 
every business which might appeal to 
the Federal courts for protection 
against the possible injustices of the 
state courts. He quotes a table of fig- 
ures, purporting to show that the Fed- 
eral courts are overwhelmed by cases 
which are essentially intrastate in 
origin and should be tried in state 
courts. This table is probably accu- 
rate. He quotes Federal judges in 
support. Norris would not tell a false- 
hood. In his bright lexicon of poli- 
tics it is permissible not to be overly 
candid. He knows when to talk and 
when to play dumb. 

For the Federal courts are very 
rarely bothered by appeals in utility 
legislation. This fact cannot be found 
in the brief of Senator Norris, which 
has become the report of his Judiciary 
Committee. 


‘= plain fact is that the utilities 
get along surprisingly well with 
the regulatory bodies set over them. 
The corollary of this plain fact is that, 
by and large, the regulatory bodies 
are straightforward and fair. Their 
job is to regulate and they do regu- 
late. But for the most part they take 
all the facts into consideration, they 
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are not inspired by Johnsonian and 
Norrisanian prejudice, and their or- 
ders are based on their knowledge of 
the situation and informed by a con- 
scientious desire to do justice both to 
the utilities and to the ratepayers. 

And where is the proof of that 
statement? 

Right here. Right here in the brief 
written by Randall Le Boeuf, of coun- 
sel for various utility companies 
which have opposed the making of the 
Johnson-Norris bill into law. Mr. Le 
Boeuf quotes a few figures which 
were accessible to Norris, but which 
he did not make use of in his Judi- 
ciary Committee’s opinion. Le Boeuf 
shows that since 1915 there have been 
over 200,000 “formal” cases or ap- 
plications before public service com- 
missions relating to public utilities. 
That is a good many cases. On the 
face of affairs it would seem that the 
commissions and the utilities have 
been engaged in dog-eat-dogging for 
seventeen years. 


HE fact seems to be that the 200,- 

000 cases for the vast majority 
represent perfectly legitimate differ- 
ences of opinion. In most of them testi- 
mony was taken and witnesses heard 
and the like. In the end the decision 
reached was agreed to by both the 
commissions and the utilities in most 
cases. That is a striking evidence of 
the good will and understanding with 
which these “formal” cases were con- 
ducted on both sides. The utilities 
for the most part know better now— 
even if not all of them knew better 
all the time—than to antagonize the 
people of the communities they serve. 
The commissions are for the most 
part made up of fair-minded and well- 
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to the government.” 


The Ultimate Aim of the Johnson Bill Is 
Government Ownership of the Utilities 


“6 nae Bill 3243 is another step in the 

march toward the public ownership of 
utilities for which Senator Norris especially is 
so enthusiastic. If the utilities cannot function 
—and they cannot function—if this bill be- 
comes a law, and the people cannot do without 
the utilities, which they admittedly cannot, the 
next and only step is to turn the utilities over 








informed men. Here is the final proof 
of these statements. 

Out of the more than 200,000 
“formal” cases, only 154 reached the 
United States Supreme Court. “The 
bulk of the cases involved railroad or 
street railways with gas companies 
third. Only eight cases dealt with 
electric companies. Of these the com- 
panies’ contention was upheld in only 
three cases. Of the total one hundred 
fifty-four cases the companies’ con- 
tentions were upheld in eighty-six 
cases. Of the eighty-six cases 
the decision of the United States Su- 
preme Court was unanimous in sixty 
cases. This means that the so-called 
‘liberal judges’ agreed with the ma- 
jority—the same ‘liberal judges’ 
. whose views, particularly on the re- 
production basis of valuation, coin- 
cide with the critics of the utility com- 
panies. A further analysis of 
the remaining twenty-six decisions 
shows that the agitation against the 
United States Supreme Court is based 
on a mere handful of decisions and it 
particularly demonstrates that the ap- 
peals by the electric companies to the 
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Federal courts have been most infre- 
quent.” 


HAT would seem to show the hol- 

lowness of the Norrisanian con- 
tention that the utilities are bunging 
up the Federal courts with cases in 
which they have sought to evade the 
orders of the commissions. Those 
interested in the views about the. Unit- 
ed States Supreme Court of Norris and 
Johnson and their fellow Progressives 
in the United States Senate might 
well read the debate on the confirma- 
tion of the appointment of Charles 
Evans Hughes to the court. One of — 
the things to be accomplished by such 
a reading is to get an exact idea of 
the kind of men who have been sent 
to the Senate by several particularly 
untrammeled electorates. It is worth 
noting, too, that Justice Hughes has 
been as liberal as any of the so-called 
liberal judges on numerous occasions. 


- This is not to suggest that he gets his 


law from the Judiciary Committee of 
the United States Senate. 

The objection which I, as a private 
citizen reasonably familiar with the 
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operations of our untrammeled de- 
mocracies, and never having had a 
penny in pay from any utility what- 
ever, is that the Johnson Bill proposes 
to substitute the polls for the courts 
in the dealings with the utilities. 


A’ this point I want to tell a little 
story. In one of the western 
states a politician ran for office on the 
platform of “skin the utilities.” He 
proposed to cut the rate for electricity 
by twothirds. The untrammeled made 
his election almost unanimous. He 
was three whoops and a holler ahead 
of his nearest competitor. After the 
election he called in the manager of 
the electric company: 

“What you reckon I can do about 
this, Bill?’ he asked. “I know you 
cain’t go on doin’ business on the 
rates I been talkin’ about. Hang it, I 
got some of your stock myself in the 
name of my uncle over to Kansas 
City.” 

Bill’s answer was prompt; 

“There is only one thing you can 
do,” he said. “You must at once is- 
sue an order reducing the rate to the 
point you promised during your cam- 
paign.” 

“You mean that, Bill? You mean 
I can squar’ myself with the voters 
and yit I ain’t agwine to lose no divi- 
dends ?” 

“You do as I told you.” 

So the politician issued his order 
cutting the rate, and the untrammeled 
democracy gathered in the streets and 
cheered him and he was a greater man 
than George Washington. Whereup- 
on the manager of the utility filed in 
the Federal court an application for 
an injunction restraining the applica- 
tion of the new rate until the case 
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could be heard on its merits. The 
case was heard and the utility won 
and the politician did not lose face 
with the untrammeled and everything 
was sweet. But if that case had been 
restricted to the state courts, as would 
be the case under the Norris bill— 
Well, I ask you! 


I KNow of three large cities in which 
the reputation of certain members 
of the local judiciary is just as sweet 
as skunk cabbage. So does every 
reader of the newspapers. At fairly 
regular intervals a judge is found do- 
ing things which lessen the respect 
that the citizen should have for his 
courts. The state courts stand on no 
pedestal above their Federal brethren 
either as to their personal relations in 
their communities, as to their accumu- 
lation of wisdom, code of legal ethics, 
breadth of judgment, or inherent 
sense of justice. Individual judges 
have been subjected to as much criti- 
cism for bad conduct as have those 
who occupy places of lesser rank in 
the government. 

If Senator Norris does not believe 
these things, he is invited to hold a 
senatorial inquiry into the manners 
and morals of the state courts. Many 
of the judges—I sincerely believe the 
vast majority of them—are able and 
honest and fair men. But there are 
others who are not. Every one of 
them depends for a livelihood on the 
vote he will receive the next time he 
runs for office. An untrammeled 
democracy which has been fairly well 
fooled by demagogues of the kind de- 
scribed in a paragraph higher up would 
vote them out of office if they did not 
support well-advertised political ef- 
forts to compel a reduction in rates, 











no matter at what unfair cost to the 
stockholders of the public utilities. 

The statement may be made with- 
out qualification that the Federal ju- 
diciary is clean-handed, fair-minded. 
Norris would take the cases in which 
utilities are involved—and only those 
in which utilities are involved—away 
from courts which bear an invariably 
honest reputation and turn them over 
to the state courts, which do not al- 
ways and everywhere bear precisely 
that sort of a reputation. Every man 
who has ever had even a remote con- 
tact with politics must be able to re- 
call to mind a picture of a local judge 
hurrying up the steps of a political 
clubhouse, as worried as a sheep when 
the hounds are out, to talk over the 
situation with the local boss. 

Does that talk revolve around the 
principles set down in Blackstone and 
Coke and the general advisability of 
hewing to the line? Or does it not? 
Those who have listened to such talks 
between judges and bosses—as I have 
listened—are invited to reply. 


HESE statements are not intended 

as an attack on the state judiciary 
in any state. The judges in the state 
courts are, however, obliged to keep 
an eye on the operations of such 
politicians as Norris and Johnson and 
Dill and the rest of the Progressives 
in the United States Senate, not to 
speak of the Democrats and Republi- 
cans and the lone Farmer-Laborite in 
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“Tr the Johnson Bill becomes law . . . the utilities will 
q be at the mercy of every jackleg politician in every munici- 


pality in forty-eight states. 


the voice of the people for the protection of the courts so 
far as the utilities are concerned.” 
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that body. But in case any one rises 
to protest that the courts of our land 
are having mud spattered on them, in 
this piece, the retort must be made 
that Norris spattered first. And as 
a spatterer he is very nearly supreme. 
In his brief for the Johnson Bill, writ- 
ten as a report by his judiciary com- 
mittee, Norris has this to say: 








“Our institutions, to be stable and last- 
ing, must have the confidence of the gen- 
eral public. When the people lose confi- 
dence in the judiciary our governmental 
fabric is at once weakened and such lack 
of confidence goes a long way in definitely 
and permanently weakening the very foun- 
dation of government itself. When the 
people lose confidence in any system of ju- 
risprudence the warning is at once blaz- 
oned upon the canopy of civilization. . . . 
There can be no doubt whatever but that 
in the minds of millions of our people there 
is already a prejudice against Federal 
judges interfering in their official capacity 
with local matters which should be handled 
and disposed of entirely by the courts of 
the several states.” 


Bbc good Senator is right in one 
paragraph of that address. Con- 
fidence in a system of government is 
definitely weakened when the people 
cease to trust the judiciary. If it had 
not been for the sturdy courage of 
the Federal judiciary during the last 
few years of the turmoil largely fur- 
thered by such men as Norris and 
Johnson in the United States Senate, 
that popular lack of trust might have 
had unpleasant consequences. Norris 
is a sincere and honest believer in 
an elected judiciary. Almost in so 
many words he declares that judges 
who must be elected to office are re- 





In effect, it substitutes 























sponsive to the will of the people: 

“If we add to the elected judiciary 
a life tenure of office,” Norris writes 
in his report of his Judiciary Com- 
mittee, “then we have given to the 
trial judge a power within the scope 
of his office as great as has ever been 
extended in history to any monarch, 
king, or potentate. However 
beautiful may be the theory of a life 
tenure for trial judges and the ap- 
pointment of such judges regardless 
of the wishes of the people, the prac- 
tical effect of such a claim is far from 
satisfactory.” 

If that is not an open and candid 
declaration of Senator Norris’ belief 
that the courts should be responsive to 
clamor and not to the principles of 
law and justice when those principles 
run counter to the public will of the 
moment, then what is it? 

I have a real regard for Senator 
Norris’ honesty of purpose and for 
his intellectual sincerity and power, 
although I think he can be more com- 
prehensively wrong more frequently 
than almost any man in the Senate. 
The reason for his habitual wrong- 
ness—from my point of view—is, of 
course, that his acts and speeches are 
dictated by powerful conviction and 
never by expediency. Other Senators 
shuffle the cards from time to time, 
but Norris never does. He honestly 
believes in the election of a county 
judge because he is an enemy of the 
utilities—law or no law, equity or no 
equity. Therefore, his Judiciary 
Committee is urging that the Johnson 
Bill be made law. 


HERE can hardly be any pretense 
that the proponents of the John- 
son Bill are moved by anything except 
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a desire to gain political power, and 
through that power hasten the day 
when the utilities shall be so beaten 
down and hampered that the public 
will be forced to take them over in 
order to get the service it demands. 
The bill is directed at the utilities and 
at no other forms of industry. It 
could accomplish no good end if it 
were to become a law. Norris, in 
urging it, proceeds on the assumption 
that the utilities and other corporate 
interests—these latter are included in 
the statistics of his argument but are 
not affected by the Johnson Bill—are 
able to dodge between state and Fed- 
eral courts and thus indefinitely delay 
the processes of justice. In his brief 
Le Boeuf shows this to be false; to 
quote him: 

“Section 266 of the Judicial Code, 
contains the salutary provision that 
the Federal stay may be vacated upon 
proof, after a hearing and due no- 
tice, that the suit in the state courts 
is not being prosecuted with diligence 
and good faith.” 

To put that somewhat differently, 
a utility may not get an injunction in 
the Federal courts against the putting 
into effect of an unfair rate, and then 
extend the operation of that injunc- 
tion indefinitely by dodging and shuf- 
fling out of a trial on the merits in 
the state courts. “If the conditions” 
—says Le Boeuf—“which have exist- 
ed in the past should change, and for 
any reason the utilities should fre- 
quently seek Federal injunctions, any 
state may adequately control the situa- 
tion.” 


OT many utilities are directed by 
dunderheads, even if one does 
fall through the screen now and then. 












These directors have too much hard 
common sense to evade the state 
courts in cases in which their interests 
are affected. The vast majority of 
utility cases begin and end in the state 
courts, which is what Johnson and 
Norris would have all of them do. 
But behind the state courts are the 
Federal courts, to which appeal may 
be taken if a state court is in notorious 
error. That has precisely the effect 
one would expect. Even judges are 
human. The man on the bench is 
not nearly so apt to yield to the de- 
mands of the politicians or the cries 
of the untrammeled if he knows that 
his decision will be overruled by a 
higher court. This fact has had its 
effect on both parties to disagreements 
on matters affecting the utilities. Be- 
cause both are confident of what 
Theodore Roosevelt used to call “a 
square deal,” fewer and fewer cases 
are getting to the courts now. Le 
Boeuf points out that it is the growing 
practice of state commissions to avoid 
formal rate proceedings. The com- 
mission and the utility get together, 
look at the books, talk over the situa- 
tion, and agree upon a rate in a friend- 
ly way. 

“Tn other words, by the administra- 
tive rather than judicial process.” 


A’ the moment of writing no one 
knows what may happen in the 
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next congressional session. The out- 
going Congress is not apt to give 
serious consideration to the Johnson 
Bill, for it has too many other things 
on its hands. The Progressives are 
no longer important to the Republican 
leadership, either. For years a small 
group of Progressives has been kick- 
ing the G. O. P. elephant around, 
because his lawful custodians lacked 
the courage to admit that the Pro- 
gressives were in no sense Republi- 
cans, and hoped to bargain with them 
frequently enough to set up an occa- 
sional although false majority con- 
trol. Now the Republican party has 
been retired from control. It is to 
be presumed that no one of its leaders 
will give love and affection to the 
Progressives who did so much to aid 
in that retirement. It is not likely 
the Democrats will toss anything more 
than smiles over the Progressive 
fence. The Progressives may, of 
course, get together and adopt reso- 
lutions, but so for that matter did 
The Tailors of Tooley Street. And 
on the other hand— 

The incoming Congress is generally 
rated as about one third radical. A 
vote or two must be taken on test 
measures before the precise division 
will be discovered. The Johnson Bill 
is backed by a radical combination. 
There is not now any knowing what 
may happen. 





A Sliding-scale System of Rate Making 
that Worked Too Well 


When the public utility commissioners of the District of Columbia with 
the codperation of the local power company in the nation’s capital, de- 
veloped a plan that operated so successfully that electric rates were reduced 
to among the lowest in the country, the feat was acclaimed as a model of 
equity. But this system has now been altered—for extraordinary reasons 
which will be told in coming issues of this magazine by CHAIRMAN Mason 
M. Patrick, of the Public Service Commission, and by Aaron Harpy ULM. 
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Remarkable Remarks 





“There never was in the world two opinions alike.” 


B. E. HutcHINson 
Vice president, Chrysler 
Corporation. 


H. I. Puituies 
Newspaper columnist. 


J. S. TritLe 
President, Electric Manufacturers 
Association. 


A. AverRILL HARRIMAN 
Chairman of the Board, 
Union Pacific Railroad. 


Newton D. BAKER 
Former Secretary of War. 


Henry Haziitt 
Editor and author. 


L. D. StapPitn 
Chicago business man. 


—MONTAIGNE 


“Whatever (motor vehicle) regulation is necessary 
should be altogether social in its character and not in 
any sense economic.” 


* 


“The power companies have formed a new association 
to wipe out evils and follow a higher code of ethics. 
The association will tell the old-time barons watts watt.” 


¥ 


“Tomorrow, when we have learned a little more and 
developed a little more, we may see the transmission 
of power by radio for heating, lighting, and transporta- 
tion.” 


¥ 


“T am confident the railroad problem will be solved, 
and I feel equally certain it will not be necessary to 
resort to government ownership. Government owner- 
ship is out of the question.” 

. - 

“The Federal Water Power Act attempts to do some 
absolutely shocking things when you examine them 
closely. It provides for depreciation reserves on licensed 
projects. What has that to do with interstate com- 
merce?” 


¥ 


“An electric dollar would be one redeemable in kilo- 
watt hours. If you became nervous, and thought that 
the country was going to be driven off the kilowatt-hour 
basis, you would rush around to the local government 
power-house and demand your kilowatt hours, where- 
upon, presumably, you would be electrocuted.” 


» 


“Our electoral system has made the business of Ameri- 
can politics unnecessarily hazardous. We, as example, 
have in effect said to the newly elected Congressman: 
‘Although your campaign has cost almost as much (and 
sometimes more) than a year’s income, we are sending 
you to Washington with the understanding that at the 
end of two years, we will again force you to repeat that 
expenditure if you want to be reélected.’ Is it any 
wonder that there are so many wise men in business and 
so few in government? 
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THE PROSPECT OF FEDERAL AID TO STATES IN 


Holding Company Regulation 


A look ahead into the possible and probable 
measures that may be enacted to safeguard the 
security owner, the ratepayer, and the public. 


By AARON HARDY ULM 


ago, before a United States Sen- 

ate committee that was consider- 
ing proposed legislation regarding 
“trusts,” “holding companies,” and 
similar corporate bodies, the late John 
Sharp Williams, long an outstanding 
figure in the United States Congress, 
said in the capacity of a witness: 


ik a hearing about twenty years 


“One cannot too much emphasize the fact 
that the power to do wrong, dishonest, and 
unfair things, conferred by charter of law, 
is the source of all the evil, and that with- 
out this no trust, no harmful big business, 
no monopoly, nor near-monopoly could 
exist.” 

Such was his way of saying that 
all of the corporate agencies of which 
complaint was being made were crea- 
tures of government and that every 
legal act, whether good or ill, per- 
formed by those agencies was by war- 
rant of powers granted to them by 
government. 

Thus the question of what legisla- 
tive bodies may do by way of statu- 
tory enactments regarding holding 
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companies relates first of all to the 
source of these agencies as creatures 
of law. Generically, the holding com- 
pany derives from the granting to it, 
specifically or by implication, of the 
right to own stock of another com- 
pany or companies. 


“ee are many who sincerely 
regret that the state ever 
adopted the policy of legally authoriz- 
ing a corporation to buy the stock of 
another corporation,” says Dr. Wal- 
ter M. W. Splawn, special counsel, in 
the investigating of holding company 
problems, of the United States House 
of Representatives Committee on In- 
terstate and Foreign Commerce. 
While many may regret the enact- 
ment of legislation and the judicial 
constructions of law which made pos- 
sible the development of the present 
position of the holding company in 
the business structure of the country, 
there is none, so far as this investiga- 
tor has found, who advocates rever- 
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sion to the long-prevailing common- 
law rule which proscribed chartering 
of the holding-company type of cor- 
poration. 

“While the holding company has 
often been subject to attack in the 
legislative and in the public forum, 
it has been found too essential a me- 
dium of large scale distribution to 
succumb to legislative interference,” 
say Bonbright and Means in the not 
over-friendly discussion of the “hold- 
ing company” in their book on the 
subject. 


I* published criticisms of the hold- 
ing company as a corporate device, 
the writer finds only one recently 
made suggestion that legislative treat- 
ment of evils associated with that de- 
vice begin with or materially include 
so much as the modifying of laws to 
which the device owes its legal exist- 
ence. That suggestion was put forth 
by John T. Flynn, the widely known 
writer on business subjects, at a meet- 
ing of the American Academy of 
Political and Social Science in early 
1932. Mr. Flynn proposed that a 
complete reformation of corporation 
law be a part of, or a prelude to, both 
a curbing of holding company “pyra- 
miding”’ and a modifying of antitrust 
laws. 

But he did not advocate the outlaw- 
ing of the holding company device. 

It may be taken for granted that, 
in so far as chartering powers go, 
the laws are more likely to be further 
liberalized than modified so far as the 
primary granting of corporate rights 
goes, and out of which emerges the 
holding company type of instrument. 
This no doubt would hold true even 
should the Federal government make 
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the chartering of corporations operat- 
ing in interstate commerce a part of 
its program of statutory treatment of 
holding company and related prob- 
lems. Such a course probably would 
give further stimulation to the multi- 
plication of holding companies ; many 
organizations would then make use 
of the device in separating intrastate 
from interstate operations, as some of 
them now do because of state laws; 
certain Texas statutes, for example, 
exclude foreign corporations from 
specified domestic spheres. 

So the holding company problem, 
as reflected by what is said and done 
about it in these times, involves al- 
most exclusively such questions as 
deal with proposed tightening of re- 
strictions of the Clayton Act kind on 
holding companies, and with proposed 
regulation of functions performed, or 
peculiarly capable of being performed 
by holding companies. It is note- 
worthy that those state laws which 
thus comprehend functions usually 
performed by holding companies (or 
by means of the holding company de- 
vice), take equal cognizance of such 
functions when performed by other 
entities, even “persons.” 


HE holding company, as a mere 

instrument, is not apt to be dis- 
turbed. Uses of the instrument are 
likely, indeed, almost certainly, to be 
dealt with extensively by legislative 
bodies, and in considerable measure 
by public regulatory bodies operating 
under present laws. Much of what 
the latter thus do will be by indirect 
process ; that is, regulatory bodies will 
reach, or endeavor to reach, holding 
companies through their subsidiaries. 
This may have bearing on legislative 












tendencies, but there is no way of an- 
ticipating the nature of that bearing. 
Prospects as to further legislation of 
basic bearing on holding company 
uses involves three questions of fact 
and principle: 

1. In what extent do holding com- 
pany “evils” call for corrective treat- 
ment beyond what may be applied un- 
der present laws? 

2. In what extent can legislative 
treatment of such evils be extended 
constitutionally and safely? 


3. How shall the administering of 
such treatment be divided, if at all, 
between state and Federal govern- 
ments ? 


HOSE tortuous questions are be- 

ing pursued with remarkable as- 
siduity by most persons and agencies 
of immediate responsibility in the 
premises; it is doubtful if there ever 
was a more industrious ferreting out 
and assembling of facts or a more 
careful scrutinizing of principles pre- 
liminary to prospective legislation on 
a subject than is envisaged in the in- 
vestigations that are still being pur- 
sued into holding companies. 

One of the impressive examples is 
the report on “Regulation of Stock 
Ownership in Railroads” by the In- 
terstate and Foreign Commerce 
Committee of the United States 
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In it the 
first and second of the above ques- 


House of Representatives. 


tions are dealt with in extenso. As 
the Federal government has virtually 
preémpted the field of regulation in 
the railroad sphere, the third of the 
questions is not of major weight in 
that quarter when viewed separately 
from the holding company problem as 
a whole. 

The exhaustive inquiry into that 
quarter yielded findings to the effect 
that the principal “evil” of the hold- 
ing company in the railroad sphere 
lies in the danger of the device that 
is being used by private interests to 
bring about loss of public control 
over the process of railroad consoli- 
dation. The findings are based on an 
inclusive collection of facts and a care- 
ful elucidation of principles. Yet it 
is admitted by those who formulated 
those findings that statutory attack 
on the outstanding “evil” of the rail- 
road holding company well might 
await the results of further studies in 
other fields, such as the one being 
made for the United States Senate by 
the Federal Trade Commission in the 
public utilities field. In his preface to 
the report on railroad ownership, Dr. 
Splawn says: 

“Before deciding whether or not to reg- 


ulate the holding company in certain of its 
uses or abuses in interstate commerce, it 
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be disturbed. Uses of the instrument are likely, indeed, 


q “THE holding company, as a mere instrument, is not apt to 


almost certainly, to be dealt with extensively by legislative 
bodies, and in considerable measure by public regulatory 


bodies operating under present laws. 


Much of what the 


latter thus do will be by indirect process; that is, regulatory 
bodies will reach, or endeavor to reach, holding companies 
through their subsidiaries.” 
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seems that the committee should be fully 
informed as to the nature of the device, as 
to whether or not its uses vary from one 
line of business to another and as to what 
are its economic advantages and disadvan- 
tages with respect to each character of 

business in which it is used. . 

“If Federal regulation of the ‘holding 
company is necessary, the reasons for that 
necessity should be clear, the evils to be 
remedied should be apparent, and the scope 
and the limits of desired and possible Fed- 
eral control should be clearly set forth. 
Necessary protection should be afforded, in 
so far as possible under Federal regulation, 
to those who would otherwise suffer with- 
out interfering with or placing undue bur- 
dens upon legitimate and desirable business 
activity.” 

Hence the further explorations by 
the committee’s experts, under Dr. 
Splawn’s direction. The explorations 
are of holding company positions in 
the fields of electric power, pipe lines, 
and gas. Authorization for the addi- 
tional inquiries was advocated by the 
chairman of the committee as a pre- 
ventive of “half-baked and _ill-ad- 
vised” legislation regarding holding 
companies in any field. It is not un- 
duly speculative to suggest that the 
subject will be explored in still other 
fields, including the “industrial,” be- 
fore Congress adopts any further sub- 
stantive legislation of important 
bearing on holding companies in any 
field, excepting perhaps that of bank- 
ing and possibly that of railroads. 


HERE are some, however, who are 

urging Congress to go ahead and 
adopt something like the Rayburn 
bill as a step towards clarifying the 
complex background of any Federal 
legislation that seeks to regulate hold- 
ing companies. The Rayburn bill 
would give power to the Interstate 
Commerce Commission to scotch fur- 
ther invasions of holding companies 
in the railroad sphere and even pow- 
er to lessen, if need be, the position 
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which holding companies now have 
in it. The latter objective would be 
achieved through enforced divest- 
ments of ownership. This is “new 
ground in legislation.” The issue will 
arise when and if the problem of the 
holding company is approached with 
the view of determining the “ration- 
ality” of consolidations that are held 
together in other fields by the holding 
company device in unregulated pri- 
vate hands. 


Pg constitutional questions 
alike to the railroads and util- 
ity holding companies will have to be 
settled before the Supreme Court of 
the United States,” says Professor 
William Z. Ripley. “It will be none 
too soon that the holding company 
among the railroads be put where it 
belongs in order that precedents may 
be had upon which action in other 
fields may be firmly established.” 

Probably the gravest of those ques- 
tions involve re-orientations of pub- 
lic policy concerning the rights which 
go with ownership legally established. 
Those questions will arise at almost 
every major turn in the attempts to 
reverse the tides of consolidation—of 
industrial and business imperialism— 
in so far as those tides have been co- 
Ordinated with holding company de- 
vices. Such re-orientations will en- 
visage epochal change in society’s at- 
titude towards private property; 
therefore, no spirit of haste is mani- 
fest in either Federal or state legisla- 
tive quarters. In both of those quar- 
ters there is, apparently, recognition 
of the fact that legislative precedents 
may be of high importance and un- 
foreseen effect. 

Most of the recent state legislation 
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The Prospect of Federal Aid in the Efforts of the State 
Commissions to Regulate Holding Companies 


ee HERE is a growing demand for public supervision of 
the relations between holding companies and regulated 


subsidiaries. 


There is a widespread opinion that the Federal 


government can be properly helpful in making such supervision 


effective. 


But the states are less eager to yield prerogatives 


now than they were during the period of high regulatory fer- 
mentation twenty-odd years ago.” 





on the subject of holding company 
regulation was preceded by careful 
studies and, even then, the enacted 
statutes usually fell short of what had 
been recommended as the result of 
those studies. On the whole, state leg- 
islatures evince reluctance about 
bringing holding companies within af- 
firmative regulatory bounds—one rea- 
son, no doubt, being the responsibil- 
ity for holding companies which in- 
evitably would inhere to the regula- 
tion of them. In advising against such 
a course, a Massachusetts commission 
of inquiry took pains to emphasize the 
fact that, as they stand, holding com- 
. pany securities are not “Massachu- 
setts utilities securities,” and that the 
state’s responsibility to investors in 
them is substantially only that to in- 
vestors in any securities. 

A similar New York commission 
went farther; it recommended that 
regulation comprehend the investment 
phase of holding company securities 
when they represent 50 per cent or 
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greater degree of control of operat- 
ing companies. Otherwise, it held 
that the investment phase should be 
left to agencies of the blue-sky com- 
mission kind. In those states the leg- 
islatures went only so far as to pro- 
vide for the disclosing of relations of 
“associated” and “affiliated” interests 
(including those of “persons”) of de- 
fined extents, with regulated operat- 
ing companies. 


| rents bodies evidence less 
hesitancy in reaching decisions 
in such matters than do lawmaking 
bodies. The composite attitude of 
state regulatory agencies is reflected 
by expressions of the National As- 
sociation of Railroad and Utilities 
Commissioners, but that body has 
not gone so far as to say that hold- 
ing companies should be subjected 
to affirmative regulation. It does 
hold, as revealed at its latest annual 
meeting, that state regulatory agen- 
cies should generally be given author- 
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ity to, “supervise and regulate the re- 
lations between utilities and affiliated 
companies or other interests.” At the 
same time it was held that the “pow- 
ers inherent in the states should be 
fully developed and exercised without 
being delegated or surrendered to a 
central bureau.”” However, there was 
an auxiliary declaration to the effect 
“that state regulation may be greatly 
helped if the powers of the Federal 
government can be utilized in deter- 
mining facts as to the relationships 
and business arrangements between 
utilities and affiliated interests,” and 
Federal government collaboration 
with the states in that respect was 
invited. This declaration was in a 
resolution advanced by Hugh White, 
chairman of the Alabama regulatory 
body, who, in a reservation to a re- 
cent finding on the subject by an 
American Bar Association committee, 
said : 

“In my opinion, reasonable regula- 
tion of holding company securities is 
necessary, and the arm of the state is 
too short to regulate holding compa- 
nies in this matter when they are lo- 
cated in some other state than in 
which the operating company is lo- 
cated.” 


Gi is evident that the states are as 
yet not inclined to assume affirma- 
tive regulation of holding companies ; 
at least not in the manner of the pres- 
ent regulation of operating companies. 
Even Professor John C. Bonbright, 
an outstanding advocate of public 
control of holding companies, is “in- 
clined to think that at the 
present stage of the development of 
the utility industry regulation of hold- 
ing company securities by public 
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service commissions is premature.” 
But obviously there is a growing de- 
mand for public supervision of the 
relations between holding companies 
and regulated subsidiaries. There is 
a widespread opinion that the Federal 
government can be properly helpful in 
making such supervision effective. 
But the states are less eager to yield 
prerogatives now than they were dur- 
ing the period of high regulatory fer- 
mentation twenty-odd years ago. And 
Congress still is a body which repre- 
sents the states in the Federal govern- 
ment. 

Other Federal bodies are in no 
sense state agencies and naturally 
they are less thoughtful of state pre- 
rogatives and desires. Some of 
these are rather evangelical in their 
advocacy of holding company regula- 
tion per se and of Federal govern- 
ment participation therein. It is en- 
tirely logical for the Interstate Com- 
merce Commission to be so, with re- 
gard to railroad holding companies, 
for these may offer a measure of in- 
terference with its performance of 
functions already entrusted to the 
commission. The Federal Power 
Commission now makes aggressive 
appeal for Federal regulation (pre- 
sumably through it) of utility hold- 
ing companies. It holds that such 
regulation should comprehend protec- 
tion for both consuming and investing 
publics, but it admits that the process 
is beset by difficulties of both expedi- 
ency and constitutionality. Hence it 
confines specific proposals to holding 
company activities that are joined 
with power projects in which the Fed- 
eral government retains sovereign 
rights, and these proposals relate only 
to “the acquisition of knowledge up- 












on which intelligent action toward 
regulation may be had.” 


S° far as indicated by its acts and 
expressions from its members and 
committees, the present attitude of the 
United States Congress is one large- 
ly of watchful waiting—waiting for 
more facts and perhaps a more crys- 
tallized public opinion on the subject 
than has been manifested so far. 
Legislation may soon be enacted on 
phases of the subject that bear on 
more pressing problems, such as that 
of banking and perhaps that of rail- 
road consolidation. But there is little 
indication at present of important 
congressional legislation for holding 
companies in general, or for those in 
the utility field. However, the sit- 
uation may change with the advent 
of the Seventy-third Congress, with 
which there will be extraordinary 
shifting of personnel. President-elect 
Roosevelt has expressed himself posi- 
tively for regulation of holding com- 
panies but, up to this writing, with- 
out going into more detail than the 
following : 


“T shall urge Federal legislation to give 
full, adequate, and understanding publicity 
to the purposes for which stocks and bonds 
are issued, full publicity for the account- 
ing of these moneys, and full publicity for 
mergers, consolidations, and holding com- 
panies.” 

Aside from individual expressions 
of opinion, necessarily based in much 
part on empirical assumptions, there 
are as yet no inclusive findings as to 
the extent in which holding company 
“evils” in general call for legislative 
correction through additions to the 
present body of law. Even less defin- 
itive are findings of kind based on 
exhaustive inquiry as to how such 
“evils” may be thus dealt with consti- 
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tutionally and safely. Many of the 
authorities whose minds are clear on 
these points admit that they are 
stumped regarding the question of de- 
fining state and Federal jurisdiction. 
Equally befuddling is the question of 
how investor and consumer equations 
shall be harmonized in whatever may 
be done. 


HE interests of the investor now 
ranks with those of the consumer 
in arousing public interest in the sub- 
ject. It is even argued that the in- 
vestor’s interest is equal to if not 
above that of the consumer. The in- 
quiry into the ownership of the rail- 
roads disclosed the fact that there are 
more than 800,000 holders of com- 
mon stock in railroad companies; it 
also was found that large personal 
and family holdings amounted to 
much less than had commonly been 
believed. Owners of utility-holding 
company securities number in the mil- 
lions as do owners of industrial se- 
curities of the holding company type. 
It is this investigator’s guess that 
when Congress deals with the subject 
inclusively, the investor equation will 
be given foremost consideration, and 
that the consumer equations—that is, 
rates, charges, supervision of service, 
and similar factors—will be left large- 
ly as at present, but with provision 
for Federal aid, mostly of “informa- 
tional” kind, to state agencies. 
Meantime, there will be established 
—not necessarily by law altogether or 
even at all—satisfactory formulas of 
financial accounting, and full public- 
ity thereof, by holding companies of 
all kind, together. with a code govern- 
ing the relations of holding compa- 
nies with regulated subsidiaries. 
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What Technocracy Means 
to the Utilities 


ARTICLE II: 


Its Menacing Aspects 


If the tenets of the group of engineers and economists who have been 
making an “energy survey” of America are destined to be carried into 
effect, the electric and gas utilities will play major parts in the new 
economic order. In the February 2nd number of Pustic UTIitIEs 
FortNIGHTLY the author outlined some of the promising aspects of tech- 
nocracy as seen from the utility viewpoint; in the -following article he 
points out the financial problems which the industry may have to face. 


By FRED C. KELLY 


NE might introduce evidence to 

QO indicate that utility corpora- 

tions are right now facing one 

of the most important—if not the 

most important—periods in their his- 
tory. 

If we accept the revelations of the 
group of engineers, known as tech- 
nocracy, who for nearly fourteen 
years have been carrying on research 
in the laboratories at Columbia Uni- 
versity and elsewhere, making a gi- 
gantic power survey of industrial 
America, a different world than we 
have ever known may now be in the 
making. Whether it will be a better 
world or a more difficult world for 
those who have invested in stocks and 
bonds of utility corporations is some- 
thing to think about. Because of dif- 
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ferences of opinion, the engineers 
comprising the technocracy group 
have recently divided. But regardless 
of what course their investigations 
take from now on, they have set 
people to thinking. 


| gore heard of few persons of in- 
telligence who are inclined to ig- 
nore the findings of the technocracy 
group, however skeptical he may be 
about them. Recently I asked one of 
the outstanding bankers of the Middle 
West—a man once prominently men- 
tioned for President of the United 
States—what he thought about the 
facts technocracy has brought to light. 

“Tt is all gravely significant,” he re- 
plied. “I don’t feel inclined to try 
to laugh it off.” 
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What do these engineers, techno- 
crats, report? 

They say we are now within 
striking distance of that goal for 
which mankind has struggled through- 
out the ages—leisure and elimination 
of toil. 

As a result of their many years of 
painstaking examination of facts, 
these engineers calmly, publicly tell 
us: 

By use of what is known as tech- 
nology, it is now possible for the adult 
population, between ages of twenty- 
five and forty-five years, each person 
working only 660 hours a year, to 
produce a standard of living for the 
entire population ten times above the 
average income of 1929! 

Politicians continue to talk of futile 
palliatives to revive business and put 
men to work, but anyone willing to 
face facts can see that with the tre- 
mendous increase in applied technol- 
ogy, it may be impossible to have the 
millions of unemployed sent back to 
their jobs except on a much shorter 
working day than has hitherto pre- 
vailed. With whole industries operat- 
ing almost automatically, unemploy- 
ment seems likely to increase rather 
than decrease. It is estimated by the 
technocrats that within three years 
unemployment may reach from twen- 
ty to twenty-five million. Such figures 
‘ may not seem too high an estimate 
when we pause to reflect that in a 
desperate effort to keep from losing 
money, every corporation is cutting 
every possible expense, and the most 
obvious way to reduce expenses is to 
substitute a new labor-saving power 
machine for man-power. Yet every 
man thus thrown out of work con- 
tributes his part toward further un- 


employment, as he no longer has earn- 
ings to buy goods produced by ma- 
chines that replaced him. His lack of 
earning power means lower prices, 
further deflation, still lower buying 
power, less production, more unem- 
ployment—a vicious downward spiral. 

Moreover, every year about two 
and one half millions of young people 
are turned out of schools and colleges 
ready to enter some line of work. 
People of working age increase much 
more rapidly than the death rate takes 
them away, for death claims mainly 
those of higher age groups whose 
working days would ordinarily be 
about over. Immediate prospects then 
are that unemployment may be much 
higher rather than lower. 


i is hardly thinkable that we can 
have twenty-five million unem- 
ployed in the United States without a 
strain that might endanger all our 
institutions. Certainly twenty-five 
million unemployed and their depend- 
ents, numbering altogether perhaps 
half the population of the country, 
would not sit by in the midst of plenty 
and long go hungry. We must as- 
sume they will somehow be fed, either 
(1) by organized or unorganized 
means of the hungry themselves; (2) 
through private and public organized 
charity; (3) by doles obtained from 
taxation. 

In the long run, charity or doles 
from tax funds seem the most prac- 
tical and the most likely to be fol- 
lowed. Indeed, for some time we 
have had doles, inasmuch as Federal 
funds (that is, funds of the Recon- 
struction Finance Corporation) have 
been disbursed for relief work in 
cities all over the country. If un- 
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employment should continue and in- 
crease, a considerable part of taxes 
must go to relief work. 

Just where and how shall these 
tax funds for charitable purposes be 
raised? Probably by taxing the pros- 
perous in one way or another. Who 
are the prosperous? In the long run, 
prosperity comes from those business 
enterprises that are able to take in 
more money than they spend. 


A= the only business group 
that have gone through the de- 
pression with profits still fairly good 
are public utility companies. A num- 
ber of these are still paying the same 
dividends they did in 1929. Hence 
any increase in tax on profits would 
naturally hit utility companies more 
severely than companies in those 
groups where profits have vanished. 

As one who has believed in the 
future of well-managed utility cor- 
porations, and has invested a con- 
siderable part of his modest savings 
in utility stocks and bonds, I am in- 
clined to look at such investments to- 
day with as little bias or wish-fulfil- 
ment thinking as possible, to try to 
determine just what their future may 
be. Partly for selfish reasons, I hope 
it is a rosy future, but not all the 
evidence points that way. 

The reason utility companies have 
continued to enjoy profits at a time 
when a great number of other cor- 


porations have been struggling against 
heavy deficits or even hopeless bank- 
ruptcy is that utility companies deal 
mainly in necessities which cannot 
well be entirely dispensed with; al- 
so because prices or rates now paid 
for these necessities are mostly the 
same as during the period of great 
prosperity. In other words, utility 
companies are in the fortunate posi- 
tion of having a fairly assured list of 
customers who are compelled to buy 
utility companies’ services at boom- 
time rates. This advantage is aug- 
mented by the fact that utility com- 
panies buy their own supplies and 
labor at lowered cost. 

However, this advantage is gradu- 
ally decreasing, for customers have 
been compelled to give up even many 
necessities. The American Telephone 
and Telegraph Company, for example, 
has been taking out more telephones 
than it installed. A family whose 
provider is out of work cannot pay 
its gas, electric, or water bill unless 
it has income, regardless of how 
necessary the service. Thus all util- 
ity companies are probably facing not 
only increased taxation but reduced 
revenue. 


| gerne of whether we accept 
all that technocracy tells us, it 
is probably mathematically demon- 
strable that all persons of working age 
now out of employment could prompt- 
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“Even a mild inflation might create a serious problem for 
q utility corporations. . . . Plentiful currency makes high- 
er prices for goods. But an exception to this rule is goods 
or services furnished by utility companies. Under inflation 
they would suffer more than any other group, not even 


excepting railroads.” 
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ly be put to work if everybody in- 
stantly agreed on a 16-hour week. 

But immediately the question aris- 
es: 

How can a man working only six- 
teen hours a week earn enough to 
buy even the simplest necessities of 
life? 

To which the answer comes: 

He can’t. 

That is, he can’t if he gets only the 
same rate per hour he did when there 
was less machinery and he had to 
work eight hours a day. He has more 
leisure, enforced leisure, but it will do 
him no good unless he can have the 
same purchasing power he did when 
he worked all day. 

Then we ask: 

Well, why shouldn’t he recejve the 
same money, or at any rate the same 
buying power, for sixteen hours that 
he used to receive for forty or fifty 
hours? Is the machine here to im- 
prove the general lot of mankind or 
is man to work in penury to support 
the machine? Shall the benefits of 
labor-saving devices go to the few or 
to all? 

The minute anybody raises the 
question why a worker should not be 
paid enough to buy what he needs, 
even though it is no longer necessary 
for anybody to work all day, we dis- 
cover it is impossible for employers 
to find enough money to pay workers 
a living wage when they put in only 
sixteen hours a week. The reason 
employers haven’t enough money to 
pay workers all they require for only 
sixteen hours a week is that the em- 
ployer is faced by heavy fixed charges. 
These include interest on bonds, divi- 
dends on preferred stocks, and taxes. 
Taxes are high because the national 
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government, as well as nearly every 
city government, is heavily in debt, 
paying interest charges on its bonds. 


. has been estimated that the total 
debt in the United States, nation- 
al, municipal, corporations, and mort- 
gages, amounts to 218 billions of 
dollars!' This figure may be high, 
but at any rate, there seems to be little 
question that the total debt within the 
United States is so much higher than 
the comparatively modest eleven bil- 
lion foreign debt, as to make the latter 
seem trifling. In many cities, three 
fourths of all money received from 
taxes goes to pay interest charges. 
Indeed, certain cities have found 
themselves unable to derive enough 
from taxes to pay even the interest 
on previous debts and must go farther 
in debt to meet current obligations. 
Policemen, firemen, and teachers, in 
a number of cities have had no pay 
in more than a year. 

Thus our debts to ourselves are the 
great obstacle to the free flow of 
goods, and prosperity, that would 
come if every employer could pay his 
workers enough to buy the necessities 
and luxuries today so easily produced. 

The per capita debt is four times 
what it was in 1895. Yet the average 
politician, when asked for a remedy 
is almost certain to propose increasing 
the debt—more bond issues for more 
public works programs. For a time 
that might be done. Ifa farmer can’t 
pay the interest on his mortgage, but 
can contrive to obtain a second mort- 
gage, then he can pay his interest on 
the first mortgage and go along for 
a little while comfortably enough. 
But sooner or later comes a reckoning 
time when he is unable to create more 
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Why an Inflated Currency Would Cut Down 
the Earnings of a Utility Company 

















“a for electricity, gas, or water are FIXED by public 

service commissions, by city councils, or by other long- 

term agreements. Utility companies would have to pay more 

for goods they buy—coal, copper, labor, everything; but they 

would have to accept the same rate for their own output they 
did when money was more scarce and more valuable.” 





debts and is weighed down with debts 
he has no hope of paying. 


O NE of these days we are all going 
to recognize the fact, now evi- 
dent enough to a few, that a substan- 
tial part of our debts must be wiped 
out before we can have the kind of 
prosperity we used to know. But 
how? Surely creditors are not going 
to agree to such sacrifice. The answer 
is that creditors have been doing that 
very thing—wiping out part of a debt 
in return for obtaining whatever the 
debtor can afford to pay. 

I know a New York hotel where 
the annual ground rental for the build- 
ing is $150,000 a year, under a long- 
time lease. Today the owner of the 
ground is willing not only to accept 
$60,000 a year, but even to let the 
hotel operating company pay other 
important fixed charges before rent 
becomes due. The owner of the 
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ground knows he must help to keep 
the hotel in operation, or else he loses 
all chance to obtain any rent. 

But it doesn’t matter whether the 
creditor agrees to reducing a debt or 
not. Debts have a way of reducing 
themselves. When a farmer can’t 
pay interest on his mortgage and a 
foreclosure proceeding fails to bring 
more than half the amount of that 
mortgage—which has been happening 
lately hundreds of times—there is 
thus a capital levy. The man owning 
the mortgage takes his loss and the 
next farmer on that same place owes 
on a smaller mortgage—so much 
smaller perhaps that he can afford to 
meet all interest payments. 


W: have only to look over the list 
of bonds changing hands each 
day on the New York Stock Ex- 
change to note what is happening. 
Many bonds once bought by optimistic 












investors at more than 100 are today 
selling at 20, or less. The seller of 
today who bought those bonds at par 
is accepting a capital levy. Many 
bonds that have not yet defaulted 
their interest payments, are neverthe- 
less selling at prices which suggest 
grave fear that default may come. 
As one corporation after another goes 
through process of receivership, capi- 
tal levies thus effected bring us a little 
nearer to a debt level that could be 
endured. But such a gradual process 
of attrition is long and tedious. In 
our present desperate situation, per- 
haps we cannot well wait for such 
long, slow methods of reducing debt. 
It may be necessary to hit on a plan 
by which everybody’s debt will imme- 
diately be easier to pay. One way of 
doing this is by a reduced value of the 
dollar and increased value of goods. 
As the value of the dollar goes 
down, value of goods and services 
naturally rises—because everybody 
having goods will demand more dol- 
lars. Moreover, a less valuable dollar 
would presumably be easier to obtain 
and if people generally had more dol- 
lars they would be more willing to 
spend them than when they have few 
dollars or none at all. 


HIS brings us to various pro- 
posals we have heard for inflat- 
- ing currency, and here is a problem 
of great concern to all utility com- 
panies and to everybody holding stock 
or bonds in utility companies. We 
hear economists and politicians talk 
of reducing the size or weight of the 
gold dollar, or of printing more paper 
money against our gold reserves. 
The extreme of currency inflation 
would be to print so much money that 
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almost anybody with slight effort 


could obtain all he needs. If dollars 
were so cheap that a humble working 
man could obtain, say, one thousand 
just for a few days at unskilled work, 
then everybody would soon have 
enough dollars to pay off all his debts. 
With all debts out of the way, then 
we could begin over again. It might 
be a long time before debts could be 
piled so high again. One protection 
against this would be the attitude of 
people who had formerly bought 
bonds and were compelled to take 
losses on such investments. They 
would say: 

“Never again. 
at any price.” 

If everybody refused to buy bonds, 
this would of itself be a great main- 
stay of stability. Without bond is- 
sues there would be less tendency to 
overbuilding of: factories and over- 
production. Public debt, too, would 
be held within bounds. 

It is unlikely that inflation of cur- 
rency would ever reach the point in 
the United States that it did in Ger- 
many when almost a wheel-barrow 
load of marks was needed to buy a 
loaf of bread. But even a mild in- 
flation might create a serious problem 
for utility corporations. As we have 
seen, plentiful currency makes higher 
prices for goods. But an exception 
to this rule is goods or services fur- 
nished by utility companies. Under 
inflation they would suffer more than 
any other group, not even excepting 
railroads. 


I won’t buy bonds 


ATEs for electricity, gas, or water, 

are fixed by public service com- 
missions, by city councils, or by other 
long-term agreements. Utility com- 
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panies would have to pay more for 
goods they buy—coal, copper, labor, 
everything; but they would have to 
accept the same rate for their own 
output as they did when money was 
more scarce and more valuable. To 
have rates changed is slow and diffi- 
cult. Today with public agitation for 
lower rates in many places, few 
changes are being made. It would 
be vastly more difficult if the effort 
came from the corporations to raise 
rates. 

If currency inflation comes and 
continues long enough, many utility 
companies that are now making 
money might lose money. Weaker 
companies might have to default on 
their bonds. The question of which 
companies would survive and finally 
be more prosperous than ever would 
depend on various phases of indi- 
vidual situations—financial set-up as 
well as geographical location and 
cleverness of management. 


AS if danger of currency inflation 
were not enough to harass util- 
ity companies, there is also talk of 
more legislative control. President- 
elect Franklin D. Roosevelt is on 
record with a statement that power is 
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a major issue to be dealt with. Pos- 
sibly increased regulation may lead to 
government demonstrations, at model 
plants, of what power cost to con- 
sumer should be. 

The concentering of control of 
utility enterprises, by great holding 
companies, in process in recent years, 
may be the very thing to pave the way 
toward government ownership. If 
this concentering of control should 
continue until all utility or power 
companies are in the hands of one 
group, then it would be particularly 
easy for the government to deal with 
that one group and substitute govern- 
ment control for private control. 


Fe Speersge nag the immediate out- 
look for utility companies, the 
very group in the business world now 
faring best, may not be any too allur- 
ing. 

But when all debts are wiped out 
or pared down, and everybody has 
plenty of earning power—as easily 
could be with our present capacity to 
produce goods rapidly and well—then 
everybody will use more electricity, 
water, and gas than ever before. But 
how rough is the route going to be 
before we shall reach that Utopia? 








etl be man who today manifests enough moral courage to stand up and 
assert that we need less government rather than more of it, that 
public expenditures ought to be radically reduced, that at least half of our 
existing governmental boards and bureaus should be abolished, and that we 
ought to get back to a better observance of American constitutional morality 
—anyone who argues in that strain is unhappily set down as a reaction- 
ary whose voice and vote have been purchased by some vested interest.” 


—Wiuiam B. Munro 
PROFESSOR OF GOVERNMENT, 


CALIFORNIA INSTITUTE OF TECHNOLOGY 
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What Others Think 





The Inquiry into the Costs of Distributing Power 


Wr the protectors of the public 
interest first began to look with 
a critical eye upon the rates of public 
utility companies, it was the profits that 
commanded scrutiny. The explanation 
of this attitude was simple; if the utili- 
ties were enjoying excessive earnings, 
in proportion, of course, to the value 
of capital invested in the property de- 
voted to public service, it would follow 
that rates were too high. If the utili- 
ties were not enjoying an excessive re- 
turn, conversely, it was usually felt that 
the public should not complain of the 
rates. Indeed, such a situation might 
warrant an actual increase in rates. 

This involved a determination of the 
rate base, which gave rise to the great 
controversy over valuation. It also in- 
volved the determination of the total 
expense of rendering the service and the 
amount of revenue from existing rates. 
When the rate base, popularly referred 
to as the investment, was known, when 
the total expenditures, including taxes, 
and the allowance for depreciation were 
determined and subtracted from the 
amount of revenue produced by exist- 
ing rates, the percentage of return 
could be determined. If this return 
was regarded as reasonable, the rates 
as a whole were considered reasonable; 
if the return was too high, the rates 
were regarded as excessive and ordered 
reduced; if the return was too low, the 
company was permitted to increase its 
rates. 

The only task that remained for the 
commission was to fix a schedule of 
charges for different kinds of service 
which would be fair to the various 
classes of customers. This, of course, 
required an analysis of costs in the case 
of individual companies for various 
classes of consumers. Regulation from 
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the beginning has been based on the 
cost theory, the cost including a reason- 
able return on capital. 

Cost studies have been developed by 
individual electrical companies almost 
from the start for the purpose of deter- 
mining proper rates to various classes 
of customers. These studies have led 
to elaborate rate schedules which, in 
many cases, are not understood by the 
public. Whether these cost studies have 
been as elaborate and scientific as they 
could be, or whether they should be on 
some standard basis for all companies, 
are questions which are being raised 
in some quarters. 


OQ" and on for several years some 
of the critics of regulation have 
charged that an adequate study of the 
costs of distributing electricity has not 
been made by the electrical companies 
or by the state commissions. The ex- 
pectation of those who make this 
charge is that a more detailed study of 
distribution costs will show that do- 
mestic and certain other consumers are 
overcharged at the expense of other cus- 
tomers, or possibly that all customers 
are being overcharged through lack of 
efficiency in operation, which would be 
shown by thorough cost accounting 
studies. Complete and exhaustive an- 
alysis of electrical distribution costs on 
a nation-wide scale is being advocated 
by the Institute of Public Engineering 
which assembled on January 20, 1933, 
at the Pennsylvania Hotel in New York 
city under the auspices of the New 
York State Power Authority. 

General statistics indicate that these 
costs amount to more than half of 
America’s annual $2,000,000,000 electric 
bill. Of this amount, the “return” or 
official earnings of the utilities have 
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admittedly been fairly well regulated. 
There are disputes here and there, of 
course, throughout the country as to 
whether this utility or that utility should 
not earn 7 instead of 8 per cent return 
or 6 instead of 7 per cent. But the 
difference in the customers’ rates would, 
in most cases, be trifling regardless of 
the percentage adopted. 

Likewise, the annual depreciation 
allowance has been fairly well gone over 
and standardized by the commissions. 
There is, of course, a fair amount of 
litigation which continues upon the 
point, but just as in the case of return 
percentages, it cannot make much of a 
difference in the average customer’s bill 
how such cases are settled. 


HAT is left then to argue about? 

The costs of “generation” and 
“transmission” are fairly well illuminat- 
ed. The engineers at the Institute for 
Public Engineering seem to agree that 
there is little mystery about the average 
cost to generate current and to carry it 
from the dynamo to the gate of the local 
distribution system. These average 
costs were variously estimated at from 
1.5 to 1.7 cents per kilowatt hour. But 
the average cost to the domestic con- 
sumer of electricity in the United States 
is in the neighborhood of 6 cents per 
kilowatt hour, which after due allow- 
ance for return and depreciation leaves 
an average of over 4 cents per kilowatt 
hour to be accounted for as local dis- 
tribution costs. 

The big point of this particular cost 
inquiry is, where does this expense 
money go? What is there about local 
electric distribution that costs so much? 
That is what the Institute of Public 
Engineering wants to know. They 
want the utilities to show just how they 
spend this money and to prove the rea- 
sonableness and the propriety of the 
expenditures. 

This is, of course, important. The 
cost of distribution runs into real 
money. If, as Morris Llewellyn Cooke 
(member of the New York State Power 
Authority who arranged for the meet- 
ing at Hotel Pennsylvania) claims, the 
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average distribution cost should be only 
about 1.5 cents per kilowatt hour, then 
the electrical companies in 1931 made 
an unjustifiable distribution overcharge 
in the amount of $330,000,000. Mr. 
Cooke’s claim or accusation appears to 
have captivated the attention of utility 
rate critics just as Howard Scott’s 
technocracy did the public attention. 


HAT do the electric companies say 

to all this? Hudson W. Reed, 
of the United Gas Improvement Com- 
pany, gave an able exposition of the 
power utilities’ side of the question at 
the morning session of the Institute on 
January 20, 1933. Mr. Reed said that 
the discussion of distribution costs will 
be welcomed by the electric utilities 
and that they are vitally interested in 
any possible reduction of cost through 
the development of standards for eco- 
nomic performance in this field. But 
he is anxious that no plan of compari- 
son of distribution cost elements be 
applied by engineering investigators of 
the subject, without due consideration 
of the different “variables” of cost 
which exist between different utility 
systems by reasons of historic, geo- 
graphic, and economic conditions under 
which the distributing systems have 
been built and operated. 

Before explaining in concrete terms 
what these conditions mean, it is neces- 
sary to understand exactly what the 
engineers who assembled at the Hotel 
Pennsylvania, or most of them, are 
planning to do about distribution costs. 


HE inquiry into distribution costs 

starts at the point where the cur- 
rent leaves the high voltage transmis- 
sion lines and is stepped down for local 
use. The utility system devoted to the 
further delivery of the power from this 
point right up to the light in your elec- 
tric bulb is classified as the distribution 
system. It includes transformers, 
meters, service lines (overhead or un- 
derground), fixed and operating costs, 
specific customer costs, administrative 
and general salaries, legal and employee 
expense, advertising, taxes, and in short 











all of the expenditures which a utility 
must lay out that can be attributed in 
whole or in part to the distribution sys- 
tem. 

Mr. Cooke and a number of his asso- 
ciates, who were responsible for bring- 
ing together the Institute of Public 
Engineering, claim that there is very lit- 
tle literature about these costs of a scien- 
tific nature, that the field has not been 
thoroughly analyzed by technicians, 
as generating and transmission costs 
have been analyzed. Here is a utility 
charging an average of 2 cents per kilo- 
watt hour for distribution costs. There 
a company is charging 4 cents for the 
same item. Why the difference? 

There are, doubtless, a number of 
explanations for the difference. Taxes 
may be higher for one company than 
for another. Local operating conditions 
may be more expensive, and so forth. 
But that is precisely the point of the 
whole inquiry. The engineers want to 
know these explanations and to pass 
upon their merits. 

Some of the engineers plan to develop 
an exposition of distributing costs by 
the simple (in principle) process of de- 
veloping a number of cost standards. 
Take a given process of distribution ; 
for example, a service line to a domestic 
consumer’s house. This company uses 
this kind of wire. That company uses 
another kind. There is a difference in 
size and a difference in the cost and 
manner of installation. Now, let the 
engineers study the problem thoroughly 
and agree upon just what is the right 
size and kind of wire for that job, and 
upon just how it should be installed. 
The result would be an average cost— 
let us say $10 for round figures. Ten 
dollars, therefore, would become the 
average standard for that process and 
all electric companies would be rated 
as efficient or inefficient in accordance 
with the relation of their performance 
to the standard yardstick of $10. It 
is admitted that local conditions might 
justify a particular company in falling 
short of the standard, but in that event, 
it is submitted, the particular company 
has the burden of proof of explaining 


PUBLIC UTILITIES FORTNIGHTLY 


292 





just how and why its failure to meet 
the standard is justified. 

Apply this principle to other units of 
the distribution system and the plan of 
these engineers becomes apparent. There 
will be standards for transformers, for 
meters, for underground and overhead 


structures, for substations—even for 
administration and legal expenses. In 
short, every unit of the distributing 
system will be broken down into stand- 
ards or yardsticks and the particular 
utility’s operating expense statement 
will be checked against these yardsticks. 
Such a plan would carry regulation of 
the future to an extent undreamed of 
in the days of Munn yz, Illinois. 


M R. Reed points out that the utilities 
should have no objection to 
standardizing that which is subject to 
standardization, but he objects to com- 
parison of costs of different utilities 
either with each other or to a common 
yardstick, where the cost unit is not 
properly subject to standardization. 
There are historic differences. Here a 
company has literally grown up doing a 
certain operation a certain way. Later 
an improved and cheaper method was 
discovered and adopted for new con- 
struction, but the old-style installation 
was retained for existing services be- 
cause it would be too expensive to junk 
it. Obviously, it would be unfair to 
compel such a utility to submit to a 
common yardstick based upon the new 
method. Here a utility is operating in 
a place where soil chemicals destroy 
parts of the underground system twice 
as fast as in other parts of the country. 
Such a geographic “variable” ought to 
exempt the utility from standard cost 
comparison as to that particular opera- 
tion. Finally (these are just three ex- 
amples of variables picked at random 
from a vast possible number), one 
company is compelled to or prefers to 
pay a higher wage scale than another. 
Should this delicate responsibility, here- 
tofore resting exclusively upon mana- 
gerial discretion, be subordinated to a 
“wage standard” developed by strange 
engineers who are not likely to have 
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knowledge of local conditions ? 

Assuming that Mr. Reed presented 
the more enlightened utility’s attitude 
toward the cost distribution inquiry, 
here is the gist of his message as under- 
stood by this writer. 

By all means let the utilities codper- 
ate with one another and with interested 
engineers not connected with the indus- 
try in studying distribution costs, with 
a view to lowering their operating costs 
by possible economics of standardiza- 
tion. But each utility ought to work 
out first its own standards suited to its 
own problems and based upon its own 
experience in its own locality. The 
inquiry should be confined only to cost 
items which are, of their own nature, 
subject to standardization. An attempt 
to standardize such highly discretionary 
or fluctuating costs as legal expenses or 
taxes, for instance, seems incredible. 
When each company has worked out 
(in codperation, if possible, with ex- 
perts from neighboring companies and 
public and civil engineers) its own set 
of standards, they might be compared 
with the standards of the next-door- 
neighbor utility. If found to corres- 
pond, a common set of standards be- 
tween the two might then be adopted 
and so broaden the area of standardiza- 
tion to perhaps a statewide or even an 
interstate region. 


B™ Mr. Reed warns, let us not 
attempt to fall into the attractive 
but erroneous trap of nation-wide 
standards for comparative purposes. 
Further, let us not attempt to force 
these standards upon already existing 
systems which have inherited operating 
methods or installations for which the 
present management may not be re- 
sponsible, or which were installed in 
good faith and with apparent success 
in former years. 

As a matter of fact, Mr. Reed here 
puts his finger upon the danger of this 
temptation of overstandardization. It 
is conceivable that certain commissions 
might even be led to adopt “officially” 
such standards and attempt to regulate 
operating expenses of electric companies 
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accordingly. It is hardly conceivable, 
however, that our courts would fall into 
such a temptation ; they have in the past 
successfully resisted all such fallacious 
“short cuts” in evidence, including 
“lie-detecting machines” and “parent 
testing” chemical formulas. Regulation 
would, however, be considerably upset 
if certain commissions should attempt 
to go on a fixed standard, so to speak, 
in judging operating expenses. Court 
reversals would be almost certain to 
follow and the incidental delay and ex- 
pense would partially impair the pres- 
tige of regulation. 

It is hard to visualize the limit of 
such a brand of regulation if it were 
once launched with court approval. 
Managerial discretion (or what there 
is left of it) would vanish completely. 
If a plant manager wanted to install a 
copper instead of brass gadget because, 
in his judgment, it would be better 
practice, he would promptly be told 
that brass was “standard equipment” 
for such a gadget in his plant and that 
the difference in cost would not be al- 
lowed for an operating expense. If he 
wanted to buy coal from A company, 
he might be told by the commission: 
“The price asked and quality of B 
company’s coal conforms to ‘the stand- 
ard operating costs’ for your company. 
Please be advised accordingly.” 

It is not a great jump from this situa- 
tion to the situation where the commis- 
sion tells the plant manager: “We ob- 
serve that you are painting substation A 
black. Please be advised that red paint, 
No. X42 of our service standard sched- 
ules is standard in price and quality for 
your substation. Any difference in ex- 
pense will not be allowed as an operat- 
ing cost.” 

In short, the commission would be 
telling the utility managers how to con- 
struct their property, how to maintain 
it, whom to buy supplies from, whom 
to hire, and how much to pay him. The 
managers might just as well shut up 
their desks and go home and leave the 
commissioners to run the utility plant 
themselves. 












| porn to say, there is no state 
regulatory law today empowering 
the commission to interfere with man- 
agement so completely, and the courts 
have frequently held that the commis- 
sions may interfere with managerial 
discretion in operating expenses only 
where such discretion has been abused. 
Under this rule some of the supply or 
“service” contracts between operating 
subsidiaries and affiliated corporations 
have been set aside by the commission 
and properly so. That would appear 
to be a fair and safe limit to regulatory 
interference with operating expenses. 

It must also be remembered that the 
utility business is not entirely analogous 
to some competitive industries where 
standard cost accounting has been em- 
ployed. Mr. Norris M. Perris, of 
Stevenson, Jordan & Harrison, gave an 
interesting study of how certain com- 
petitive industries have successfully 
applied this type of cost finding between 
themselves. The implication of his 
speech was: Why cannot the electrical 
industry do the same? He showed the 
meeting of the Institute of Public 
Engineering some interesting slides dis- 
closing how the production of phos- 
phoric acid had been thoroughly re- 
duced to component cost standards, in- 
cluding such items as cost of rock, la- 
bor, machinery, overheads, and so forth. 
He pointed out that it made no differ- 
ence that one batch of rock in this plant 
might vary in the cost of handling from 
another batch of rock at another plant. 
Sufficient general averages had been ob- 
tained to subordinate these differences 
with success, until the industry now has 
a cost standard of every phase of its 
operation. 

But there is no necessary conflict of 
opinion between Mr. Perris and Mr. 
Reed. The manufacturing industries 
are concerned, generally speaking, with 
finding the costs of very routine process- 
es. One probably makes phosphoric 
acid in the same manner in Maine as 
in California with pretty much the same 
type of equipment. But the soil of 
one state may destroy underground 
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electrical distribution systems twice as 
fast as the soil of another state. One 
city may be so laid out that it presents 
a far more expensive operating problem 
than another city; there seem to be 
countless “variables” in operations 
which are not encountered in routine 
manufacturing. It might be more an- 
alogous if Mr. Perris or some one else 
had presented such cost studies as 
applied to a construction company or 
bridge-building concern, which encoun- 
ters many of the varying local difficul- 
ties presented to the electrical industry. 


ut when all these explanations of 

the utilities’ attitude have been 
given due consideration, there still re- 
mains some important points made by 
their critics at the New York meeting. 
The last session culminated in a sym- 
posium of municipal plant managers’ 
experiences in determining distribution 
costs. J. D. Ross, superintendent of 
lighting of Seattle, Washington, said 
that $120,000,000 of the nation’s annual 
$2,000,000,000 bill for power and light- 
ing was lost to the public each year be- 
cause private operating systems refund- 
ed their bonded debts at maturity in- 
stead of paying them off. R. E. Mc- 
Donnell, well-known engineer, who has 
designed and supervised 260 municipal 
lighting plants, produced tables to show 
that the operating expenses for private 
companies appeared to be 50 per cent 
greater than for municipal plants; he 
cited excessive management fees as 
among the chief reasons for higher pri- 
vate operating costs. 

There were other figures produced by 
George E. Goldthwaite, New York city 
engineer, based upon a comparison of 
various privately owned plants which 
showed wide differences in distribution 
costs per consumer of different compa- 
nies. On the surface, this seemed in- 
comprehensible ; without explanation it 
would seem to indicate inefficiency on 
the part of some of the companies, or 
overcharging. The asserted differences 
between municipal plant costs and pri- 
vate plant costs should also be ex- 
plained. The reasons for avoiding con- 
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clusions, either by comparison of rates 
or comparison of costs of distribution, 
either on the basis of kilowatt hours 
or customers served, should be thor- 
oughly understood. 


N unfortunate phase of the con- 

troversy over the extension of 
cost studies in the electrical industry is 
the implication contained in various 
published articles that the utilities have 
been overcharging the American public 
an enormous sum annually. The im- 
plication, to the public mind at.least, is 
that the industry has corporately profit- 
ed by this alleged excess or, in plain 
words, it has practically obtained this 
money by deliberately falsifying or con- 
cealing operating expense statements. 
Such a charge is, of course, incredible, 
and it should be said to the credit of 
the dignity and fairness of the New 
York meeting that no such accusation 
was uttered or implied there. The aims 
of the promoters of the meeting, as 
announced by Professor John Maurice 
Clark of Columbia University, were 
threefold : 


“1. To strengthen regulation and to se- 
cure possible reductions of rates through 
economies made possible by standard cost 
accounting. 

“2. To eliminate possible discrimination 
between classes of customers. 

“3. To eliminate waste or inefficiency.” 


It is obvious that even if the operat- 
ing distribution costs of electrical com- 
panies are as excessive as their critics 
claim they are, the utility owners— 
that is to say, its security holders— 
would get little or no benefit from the 
difference. Debatable as the propriety 
of the various cost expenditures may 
be, the utility surely ought to know how 
much money it has spent. The share- 
holders’ return is not even allowed from 
gross revenues until all such expenses 
have been deducted. 

After all, whether the utility has 
actually spent the money charged in its 
operating expense account is a matter 
of evidence, not accounting. The ex- 
penditures for such items as employee 
payrolls, supplies, services, and so 
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forth, are evidenced by canceled checks, 
vouchers, receipts, and so forth, and 
the commissions’ staffs surely ought to 
be able to verify these without letting 
such a national grab slip by under their 
noses. If the evidence of expenditures 
examined by commissions is false, it 
would seem that what the public needs 
is not cost accounting, but a vigor- 
ous district attorney. No one familiar 
with regulation believes that such a 
systematic system of concealment of 
costs for the benefit of stockholders has 
been going on. Such a supposition 
would not be flattering either to utility 
executives or to the state commissions. 
This popular misconception of the in- 
quiry into distribution costs should be 
dispelled. 


if may not be amiss to repeat that the 
object of a more detailed study of 
the cost of distribution throughout the 
country seems to be to reduce costs to 
some unit, which will serve as a basis 
of comparing the efficiency of operation 
of different companies and the elimina- 
tion of discriminatory charges if such 
are found to exist. Some of the more 
enthusiastic advocates of a more elab- 
orate cost accounting practice seem to 
think that costs can be reduced to a per 
kilowatt hour or customer basis which 
can be applied throughout the nation; 
but that is a highly controversial point. 
Many engineers say that such a basis 
would be improper because of a differ- 
ence in operating conditions. However, 
a comparison of costs on either basis 
or on any basis would never be con- 
clusive in a rate proceeding which in- 
volved the rates of a particular com- 
pany as these must be determined by 
the conditions surrounding that com- 
pany. In other words, if the distribu- 
tion costs of company A were found 
to be, let us say, 2 cents per kilowatt 
hour, and the distribution costs of com- 
pany B were 4 cents per kilowatt hour, 
this might cause a commission to in- 
quire into the reasonableness of com- 
pany B charges; but the mere compari- 
son of these charges would not ipso 
facto justify a rate reduction. 












Under any system of cost accounting 
the reasonableness of rates of particular 
companies cannot be determined upon 
unit standards set up for the whole 
country. The reasonableness of rates 
of a single company is a concrete ques- 
tion which pertains to that company 


alone. The fallacy of determining the 
reasonableness of rates by rate com- 
parisons has often been pointed out by 
the commissions. The determining of 
reasonableness of the costs of distribu- 
tion by comparison seems to this writer 
to be open to the same objection. 
Standardization of equipment to re- 
duce distribution costs, if it can be 
brought about, would, of course, be an 
advantage both to the public and to the 
utilities ; but this is not a cost account- 
ing question, except so far as cost 
accounting studies might point to the 
need of standardization. Likewise a 
scientific study of distribution costs 
will, if its expense does not exceed its 
beneficial results, be helpful and wel- 
comed by the public and industry alike. 
It might be said that the high plane 
of the discussion conducted by the In- 
stitute indicated that this movement 
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may ultimately take such an exceedingly 
useful direction. 
—F. X. W. 


Nore: Probably the most discussed paper 
presented at the New York city meeting 
was that prepared by Major Clayton W. Pike, 
consulting engineer of the New York Power 
Authority. Major Pike purported to de- 
velop a formula by means of which regula- 
tory bodies could determine distribution costs 
with reasonable accuracy. This formula 
seemed to interest the attending utility opera- 
tors greatly—probably because it was pre- 
sented as a sample or working model of what 
might be done in that direction. President 
Samuel Ferguson, of the Hartford Electric 
Light Company, following the presentation 
of this plan, pointed out possible and probable 
errors but professed great interest in Major 
Pike’s experiment as a whole. Major Pike 
claimed to demonstrate that the actual cost 
of distribution in New York state averaged 
2.36 cents per kilowatt hour in 1930 for an 
average residence consumer using 550 kilo- 
watt hours. Manager Buchanan of the Lon- 
don (Ontario) publicly owned plant stated 
that the comparable figure for his city, where 
consumption per residence consumer averages 
1,860 kilowatt hours annually, is about one- 
half cent. The over-all average rate for 
residence consumers presented for the Lon- 
don plant was 1.32 cents per kilowatt hour 
and 2.8 cents per kilowatt hour for the 
Seattle (Washington) plant. 





The Public’s Reaction to Roosevelt’s 
Nation-wide Power Project 


R. Carlisle Bargeron, writing for 

the sympathetic Hearst papers, 
gives us a somewhat more romantic 
picture of President-elect Roosevelt’s 
vision of a vast Tennessee valley proj- 
ect than the news dispatches that went 
out over the press association wires 
from Warm Springs, Georgia, on Feb- 
ruary 2nd, announcing Mr. Roosevelt’s 
plan for the “birth of a new America,” 
although the latter were colorful as 
press dispatches go. Mr. Bargeron 
stated : 


“If you don’t think this is a great dream, 
a beautiful poem you should have seen Mr. 
Roosevelt as he related it to newspapermen. 
There was a gleam in his eyes, the fire, in 
fact, of a poet. 


He unfolded the story as 
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one might give a recitation, in perfect 
sequence and with never a groping for ex- 
pression or the repetition of a word. He 
veritably wrote the newspapermen’s story 
for them. They had only to give it a dash 
at the beginning and then let his words run. 
None of them could improve upon the 
narrative. And none of them have seen 
him so warm up to a thing. There was 
the excitement of a child telling of a new 
plaything and withal that lilt of voice which 
makes Mr. Roosevelt so pleasing to listen 
to.” 


_o details of the Roosevelt plan 
are too well known for detailed 
repetition here. Just for a thumb-nail 
sketch, however, by way of perspective, 
Mr. Roosevelt proposes to take a vast 
area in the southeast, centered about 
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Muscle Shoals, and covering 640,000 
square miles in ten states for a daring 
experiment in national economic plan- 
ning involving reforestation, reclama- 
tion, flood control, navigation, and hy- 
droelectric power development. Old 
forests would be saved, poor farm lands 
would be turned back into new forests, 
and the rich bottom lands uncovered 
by drainage water would be converted 
into new and fertile farms. The drain- 
age water itself, now wasted or destruc- 
tive in floods, would be converted into 
cheap electric power for thousands of 
communities, tens of thousands of com- 
mercial companies, and hundreds of 
thousands of farms. Two hundred 
thousand would be given employment 
in reforestation alone. A back-to-the- 
land movement would help restore the 
balance of population as between city 
and county. Navigation would be facil- 
itated. 

The sympathetic Scripps-Howard 
papers editorialized on Mr. Roosevelt’s 
vision as follows: 


_ “This experiment—built on the founda- 
tion already existing at Muscle Shoals— 
would be extended later to other parts 
of the country, especially to the Ohio, 
Arkansas, and Missouri basins in the 
Middle West and the Columbia in the 
Northwest. 

“Ts it practicable? 

“Almost twenty years ago the United 
States came out of a depression with the 
help of giant construction projects and 
large industrial orders that put the unem- 
ployed to work and restored purchasing 
power of cities and farms. That was con- 
struction for war purposes—for destruc- 
tion. 

“Mr. Roosevelt proposes construction for 
peace purposes which will not only provide 
emergency business orders and employment 
but at the same time conserve and utilize 
the rich natural resources which are our 
heritage. 

“If the President-elect can link this plan 
with private and public debt conversion, 
with national minimum wage scales and 
shorter work periods to spread purchasing 
power, with reduction of tariffs and war 
debts to restore foreign trade, we believe 
he will have a program of action strong 
enough to break the depression. 

“In this effort Mr. Roosevelt will not 
lack support. Capital and labor and the 
general public want action. Anything with 
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a fair chance of success is better than 
helpless waiting for failure.” 


That last line indicates just a remote 
doubt on the part of the Scripps-How- 
ard editors as to the ultimate success 
of the project. Under the irreverent 
title “In Front of the Fire,” a New 
York Herald Tribune editorial is less 
bashful in venturing skepticism of Mr. 
Roosevelt’s plan. Such day dreaming, 
it said, may be pardonable for an over- 
strained victor of a presidential cam- 
paign and, if confined to his pre-in- 
augural recreation, quite excusable. 
But a country now desperately in need 
of practical leadership will, indeed, be 
in a sorry pass if this is a sample of 
the imaginative flights to be expected 
of him after March 4th. The editorial 
raises the age-old but quite pertinent 
question: “Where is the money to be 
found for this grandiose program?” It 
also questions the advantage of increas- 
ing farm lands in a region where “corn 
and cotton are going a-begging,” and 
concludes that if there are any fireplaces 
in the real White House “they should 
be removed.” 


HE Democratic but conservative 

New York Times seems to be 
equally skeptical about the outcome of 
the proposed development of the Ten- 
nessee basin as the “Ruhr of America.” 
It alertly noted Mr. Roosevelt’s promise, 
as soon as he took office, to direct re- 
sponsible heads to “make a survey” in 
order to determine whether the plan is 
practical. Here is the rub, says the 
Times: 

“Between a plan and a survey a great 
gulf is fixed. Your true planner insists 
upon going ahead without any surveyor. 
The latter is an awful nuisance, because 
he takes a lot of time to do his job, and 
then, as likely as not, only comes back to 
tell you that your plan is all wrong. The 
experienced in such matters will fear that 
the thing we are most likely to get is a 
survey, complete in ten volumes of 200,000 
words each, but leading us, alas! nowhere.” 


The independent Newark (N. J.) 
Evening News displayed similar skepti- 
cism but in a more friendly and willing- 
ness-to-be-shown spirit. It also asked 











the obvious question of what Congress 
is going to use for money to do these 
great things. How will the increased 
productivity of the improved farms be 
absorbed? Ditto electric power? It 
concluded : 


“In the theory there may be much good; 
the practical results are not to be counted 
upon, certainly not until the survey is made. 
The potential results cannot be considered 
in the light of immediate emergencies of 
unemployment, but as a permanent altera- 
tion in the society, economy, and geography 
of the country. On that basis it must be 
assumed that Mr. Roosevelt’s survey will 
furnish a reasonably clear solution to the 
question whether the reclamation scheme 
should be given priority over other plans 
involving the use of Federal funds to pro- 
vide self-liquidating jobs for immediate 
benefits.” 


PEAKING of surveys, Rex Collier, 

writing in The Sunday Star (Wash- 
ington, D. C.) reminds us we already 
have two fairly comprehensive reports, 
one by Major General Lytle Brown, 
chief of Army Engineers, in 1930 and 
a special report to the Muscle Shoals 
Commission by Colonel M. C. Tyler, 
also of the Army Engineers. Both 
concluded adversely to complete gov- 
ernmental operations upon economic 
grounds. The former report, regarded 
as the most complete survey of an 
American river ever compiled, estimated 
that the cost of such a project, ex- 
clusive of the reforestation and mar- 
ginal land features now introduced by 
Mr. Roosevelt, would be more than 
$1,200,000,000, or about three times the 
cost of the Panama Canal. The report 
added: 


“With interest at 4 per cent on the in- 
vestment and proper charges for deprecia- 
tion, amortization, maintenance, and opera- 
tion, but no taxes or insurance, the cost 
of production of this (power) is estimated 
at 1.36 mills per kilowatt hour . . . this 
power could be transmitted within a radius 
of 350 miles at a cost of 4.16 mills per 
kilowatt hour if it could be sold.” 


rk. R. D. Coombs, former staff 
worker on the nitrate plants in 
the early days of Muscle Shoals, writes 
in the New York Herald Tribune that 
the Tennessee river improvement plan 
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is merely our old friend Muscle Shoals 
in a new and more ornate dress. The 
Cove Creek part used to be called a 
power development—now it is a flood 


control. But, suggests Mr. Coombs, a 
lemon tastes just as sour by any other 
name. He stated: 


“The improvement of navigation, as here- 
tofore, must refer to future traffic, as the 
writer never saw any. The ‘decentralization 
of industry’ probably means moving indus- 
tries from other states or from Birming- 
ham, as there is almost no industry within 
a hundred miles of Muscle Shoals. As this 
region is more than a hundred miles north 
of the real cotton country and adjoins the 
worst agricultural land of the state of 
Alabama, it may be a question how much 
good land will be obtained after the dams 
have flooded out the low lands. Reforesta- 
tion may do some good, certainly most of 
the region is ‘unprofitable agricultural 
lands.’” 


Be that as it may, however, legisla- 
tion to make Mr. Roosevelt’s vision of 
a vast industrial empire in the Tennes- 
see valley a reality will be proposed on 
the opening day of the expected special 
session in April, survey or no survey. 
So said Representative McSwain (D.), 
of South Carolina, chairman of the 
House Military Affairs Committee, in 
a press interview on February 8, 1933. 
The private electric industry will regard 
with interest his statement as follows: 


“When the entire project is completed 
it will be perhaps the largest hydroelectric 
development in the nation. Provision will 
be made for the manufacture of fertilizers 
at Muscle Shoals to cut the cost of fertilizer 
to the farmer. 

“As more hydroelectric power is produced 
the project will become increasingly a 
power development and we will propose 
that hydroelectric power not needed in the 
fertilizer manufacture be sold to municipal- 
ities, counties, states, and to manufacturers 
of chemical products in the order of pref- 
erence named.” 


Mr. McSwain predicted that with the 
active support of Senator George W. 
Norris in the Senate, and of Mr. Roose- 
velt in the White House, an early pass- 
age of such legislation at the special 
session is assured. Apparently, this 
view of Mr. McSwain’s was shared by 
some of the New York exchange opera- 
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tors who handle utility shares. The 
financial observer for the Washington 
(D. C.) Herald on February 3rd re- 
ported the following: 


“Weakness in the public utility list prob- 
ably was aggravated by the disclosure of 
the ambitious plans of the new administra- 
tion with respect to the gigantic southern 
power development scheme. One _ stock 
exchange firm which had assumed a bullish 
position some time ago completely swerved 
its opinion on this news.” 


A special dispatch to The Evening 
Star (Washington, D. C.) stated: 


“Public utility officials have a keen appre- 
ciation of the interest President-elect 
Roosevelt holds in power and light develop- 
ments. They are, therefore, inclined to 
take his latest scheme in this field seriously. 
On the other hand, they question whether 
Congress will be willing to grant the money 
necessary for a development on the scale 
proposed in the Southeastern territory. In 
these times, however, when the investor is 
extremely sensitive to any developments 


PUBLIC UTILITIES FORTNIGHTLY 


that appear to be prejudicial to his securi- 
ties, it has not been difficult to start a scare 
among those holding stocks and bonds of 
power and light companies in the South- 
east.” 


As a matter of fact, high grade bonds 
of several operating units in the affect- 
ed territory declined sharply, on the day 
of Mr. Roosevelt’s announcement, 
touching their lowest of the new year. 
There was also a significant heaviness 
in their preferred and common stocks. 

—M. M. 


Tue Listentnc Post. By Carlisle Bargeron. 
Washington Herald. February 3, 1933. 


Rooseve.t Leaps. Editorial. The Washing- 
ton Daily News. February 3, 1933. 


PLANS AND PLANNERS. Editorial. New York 
Times. February 3, 1933. 


A Necessary Jos. Editorial. Newark (N. 
J.) Evening News. February 4, 1933. 


In Front oF THE Fire. Editorial. New York 
Herald Tribune. February 3, 1933. 





Recent Utterances in Congress about the Utilities 


In the Senate 


TECHNOCRACY AND THE UTILITIES 


ENATOR Davis (R.), of Pennsylvania, dis- 

cussing technological unemployment in 
the light of recent utterances on the subject 
of technocracy by Alfred E. Smith, editor of 
the New Outlook, introduced excerpts from 
the Monthly Labor Review of November, 
1932, published by the Bureau of Labor Stat- 
istics showing that while installation of larger 
units and of automatic devices, particularly 
of mechanical coal stokers, have reduced the 
employment opportunities of the electric light 
and power industry, this displacement has 
been offset. by the labor-demand created 
through the tremendous expansion of the in- 
dustry and the increase of activities under- 
taken to give reliable and uninterrupted 
service. (January 31, 1933.) 


» 
ROOSEVELT’S PLANS FOR MUSCLE SHOALS 


HERE was published in the Record of 

February 2nd, on motion of Senator 
James F. Byrnes (D.), of South Carolina, a 
speech delivered by the senior Senator from 
Tennessee, Mr. McKellar, over the radio on 
January 30th, explaining and endorsing plans 
proposed by President-elect Roosevelt for the 
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development of Muscle Shoals on the Ten- 
nessee basin. (February 2, 1933.) 


a 
BANKRUPT UTILITY SECURITIES 


ENATOR Walsh (D.), of Massachusetts, 

presented a memorandum from two pro- 
fessors of corporation law of Harvard Uni- 
versity, E. Merrick Dodd, Jr. and Ralph J. 
Baker, questioning the propriety of § 75 of 
the proposed amendment to the Bankruptcy 
Act. Professors Dodd and Baker expressed 
their fear that § 75, which applies to public 
utilities, such as gas, electric, telephone, and 
bus companies and the like, if enacted, would 
seriously undermine the jurisdiction and effec- 
tive control of the state commissions over the 
issuance of securities by public utility com- 
panies functioning in the several states. 
(February 9, 1933.) 


¥ 


GOVERNMENT OPERATION OF 
MUSCLE SHOALS 


| te motion of Senator LaFollette (R.), 
of Wisconsin, there was published in 
the Record of February 9th, an address de- 
livered in New York city on February Sth, 
by the Hon. Frank P. Walsh, chairman of 
the Power Authority of the state of New 











York. Mr. Walsh’s address described the 
history, purposes, and advantages of the pro- 
‘ posed government operation of the hydro- 
. power site in the vicinity of Muscle Shoals. 
(February 9, 1933.) 


In the House 


APPROPRIATIONS FOR THE FEDERAL 
TRADE COMMISSION 


mip threats to abolish the Federal Trade 

Commission in the interest of economy 
by some members of the House of Repre- 
sentatives, and a spirited defense of the com- 
mission by others, the House on February 
Ist, passed by a vote of 111 to 85, an amend- 
ment by Representative Bankhead (D.), of 
Alabama, to increase the Federal Trade Com- 
mission’s appropriation from $510,000, as 
scopenaies by the Appropriations Commit- 
tee, to $801,476. Previous to the vote on 
a Bankhead’s amendment, the 
House voted down a proposed amendment 
by Representative Cochran (D.), of Mis- 
souri, to raise the Trade Commission appro- 
priation to $1,000,000. The Bankhead amend- 
ment provides only for the carrying out of in- 
quiries, which the commission now had under 
way, including the inquiry into public utili- 
ties; whereas the Cochran amendment would 
have permitted the commission to go ahead 
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with its proposed new investigations. The 
attack on the commission was led by two 
Democratic representatives from Texas, Mr. 
Patman and Mr. Jones. Mr. Patman stated 
that the commission was “useless,” that “no- 
body reads its reports,” and that the statutes 
of limitations will expire before it makes any 
report on its investigations. Mr. Jones ren- 
dered the opinion that investigations under- 
taken by the commission could be more ad- 
vantageously handled by House and Senate 
committees. A vigorous defense of the com- 
mission and its record was made by Repre- 
sentative LaGuardia (R.), of New York, and 
Representative Amlie (R.), of Wisconsin. 
Mr. Amlie particularly commended the record 
made by the commission in its investigation 
of public utilities. Other members who took 
part in the debate were Representative Bank- 
head, who spoke in favor of his own amend- 
ment, Representative Cochran, who spoke in 
favor of his amendment, Representatives 
Wood (R.), of Indiana, Hastings (D.), of 
Oklahoma, Fulmer (D.) of South Carolina, 
Blanton (D.), of Texas, Woodrum (D.), . 
Virginia, Representative Treadway rps 
Massachusetts, who spoke in favor of the 
committee recommendation ; eneaniainatin: 
Kvale (F.-L.), of Minnesota; Representative 
Summers (R.), of Washington, spoke in 
1933) of both amendments. (February 2, 
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The March of Events 





Federal Commission Power over 
Rates Urged and Approved 


T= Shallenberger Bill (H. R. 11675) to 
authorize the Federal Power Commis- 
sion to regulate rates on electricity of com- 
panies operating in interstate commerce or 
under Federal license is needed to prevent 
unreasonable and _ discriminatory rates, 
Charles D. Drayton, lawyer, of Washington, 
D. C., told the House Committee on Inter- 
state and Foreign Commerce, on February 
Ist. Mr. Drayton said he represented inter- 
ests in favor of the bill, and declared the 
power to regulate such rates is held by Con- 
gress, under the commerce clause of the Con- 
stitution. 

Oswald Ryan, general counsel for the 
Federal Power Commission, told the Com- 
mittee that in his opinion the bill is in har- 
mony with the purposes of the Federal Wa- 
ter Power Act, but explained that he ap- 
peared neither to advocate nor oppose the 
bill, but merely to give information. 

Opposition to the amended Shallenberger 
Bill was expected following a debate by 
John E. Benton, general solicitor of the Na- 
tional Association of Railroad and Utilities 
Commissioners, before the same Committee. 
Mr. Benton told the Committee that the meas- 
ure proposed a further invasion of state au- 
thority by the Federal government, which is 
not desirable. He urged that the regulation 
of power companies be left to the various 
states. 


Committee Recommends Uncle 
Sam’s Exit from 
Private Business 


An recommendation that the govern- 
ment get out of private business was 
contained in the report of the Shannon Com- 
mittee, presented to the House of Representa- 
tives on February 8th. Twenty-seven specif- 
ic recommendations were followed by sweep- 
ing general conclusions concerning govern- 
mental operation of agencies competing with 
private enterprise. Outstanding recommenda- 
tions were: (1) Immediate investigation by 
department heads of bureau subdivisions en- 
gaged in competitive enterprise with private 
companies; (2) Creation of a House Stand- 
ing Committee on Government Competition 
with Private Enterprise; (3) Levy of rent 
on Federal business activities using govern- 
ment space; (4) Restriction of War and 
Navy Department activities competing with 
private enterprise; (5) Increased parcel post 
rates to cover actual cost of service; (6) 
Consolidation of governmental purchasing; 
(7) Use of local engineers and supervising 
architects and draftsmen on Federal projects 
wherever possible; (8) Restriction of col- 
lateral activities as the Government Printing 
Office; (9) Installation of a uniform ac- 
counting system; (10) A cost survey of 
work done at navy yards and arsenals, to 
ascertain if the purchasing of supplies from 
private sources would be as economical. 


2 
Arkansas 


New Corporation Commission 
Members Chosen 


PPOINTMENT of three members of the 

Arkansas Corporation Commission and 
of a secretary was announced on February 
4th by Governor Futrell, after he had signed 
a bill "which abolished three departments and 
set up a new commission. The three com- 
missioners chosen by the governor are: W. 
H. Childers, of Walnut Ridge; C. P. New- 
ton, of Little Rock, and J. C. Pinnix, of 


e 


Murfreesboro. Mr. Eldon W. Brown, of 
Little Rock was appointed secretary of the 
commission. The commission will take over 
the duties formerly performed by the Arkan- 
sas Railroad Commission, the Arkansas Tax 
Commission, and the Department of Con- 
servation. 

The securities division of the railroad 
commission has been taken over by the state 
banking department, while the duties of the 
inspection division and conservation depart- 
ment were assumed by the state revenue de- 
partment. 
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California 


Utility Rate Reduction 
Reaches $19,000,000 


ustomMerRS of California public utilities 

have been saved $19,642,000 since July 1, 
1929, by rate reductions ordered by the state 
railroad commission, including $3,509,736 in 
voluntary reductions, according to Clyde L. 
Seavy, president of the regulatory body. 
President Seavy stated that the commission 
has been diligently proceeding against dif- 
ferent utilities, especially during the last 
three years in order to keep down their earn- 
ings and to give the customers all the bene- 
fit of reduced rates possible. He stated that 
many of the utilities were making on the 
present basis of rates little more than the cost 
of their money. 

Meantime, in Washington the Los Angeles 
Gas & Electric Corporation vigorously at- 
tacked the validity of the California com- 
mission’s order in an appeal heard February 
7th and 8th by the Supreme Court of the 
United States. The commission fixed the 
schedule of rates to be charged by the com- 
pany, allowing a net return of 7.7 per cent 
and 7 per cent, respectively, on the amounts 
fixed for historical cost and present fair 
value. The position of the company, stated 
generally by counsel in arguments before the 
court, is that the state railroad commission 
accomplished its result by fixing a value 
which was arrived at on a purely arbitrary 
formula, one which ignored actual cost, pres- 
ent cost of reproduction, and present fair 
value. 

Herman Phleger, of San Francisco, argued 
the case for the company. Arthur T. George, 
counsel for the commission, defended the 
commission’s findings of value and asked the 
court not to lose sight of the fact that the 
great volume of the company’s properties 
was constructed in a period of high prices, 


much higher than those prevailing in 1930, 
and that under such circumstances the com- 
mission, in the exercise of its judgment, was 
inclined to a fair value figure more closely 
approximating historical cost rather than re- 
production cost new. 

On January 24th, the California commis- 
sion ordered an investigation of wide scope 
into the services of the Southern California 
Telephone Company, following the filing by 
the city of Los Angeles and the city of Bev- 
erly Hills of complaints attacking rates 
charged by the utility. The inquiry will 
cover the practices, rules, regulations, con- 
tracts, exchange areas, base rates, zones, and 
service arrangements, according to the com- 
mission’s order. The inquiry will be con- 
ducted by Leon O. Whitsell, and speedy ac- 
tion has been insisted upon by the commis- 
sion “to remedy the confused service situa- 
tion that now prevails in and around Los 
Angeles.” 

> 


Radio Permit Denied for 
Objectionable Remarks 


HE Federal Supreme Court, according to 

the United States Daily, has denied the 
petition of the Trinity Methodist Church, 
South, for a rehearing of the petition for 
review of its case in which the church chal- 
lenged the power of the Federal Radio Com- 
mission to consider the character of programs 
broadcast and, in particular, oral utterances 
of the pastor in determining whether the 
license should be renewed. 

A brief in support of the petition had been 
submitted on behalf of the American Civil 
Liberties Union. The position of the church 
was that denial of the renewal was an un- 
constitutional abridgment of the freedom of 
speech. 


@ 
Colorado 


Voluntary Rate Reduction Fol- 
lows Commission Findings 


EDUCTIONS in electric rates for numerous 

northern Colorado communities by the 
Public Service Company and the Colorado 
Central Power Company were announced on 
January 2lst by the Colorado commission. 
The reductions follow efforts of the com- 
mission to arrange rate revisions for elec- 
tricity and telephone service in several dis- 
tricts of the state. Approximately $25,000 
a year will be saved 7,000 customers of the 
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Colorado Central Power Company, accord- 
ing to estimates of H. B. Dwight, electrical 
and gas engineer for the commission. 

The communities affected by the reduction 
are Golden, Morrison, Littleton, Sheridan, 
Fort Lupton, Platteville, Milliken, Johns- 
town, Englewood, Hudson, Keensburg, Wel- 
lington, Windsor, Severance, Timnath, La 
Porte, Mead, Superior, Broomfield, Cam- 
pion, East Lake, Niwot, Canfield, Eldorado 
Springs, Marshall, Puritan, Rinn, and cer- 
tain rural sections. The reductions vary 
from 5 to 39 per cent in the various com- 
munities. 
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Distri@t of Columbia 


Agreement Ends Fight for 
Lower Power Rates 


HE final chapter in the prolonged nego- 
tiations for the establishment of a new 
basis for fixing electric rates in the District 
of Columbia was written February 8th when 
District Supreme Court Justice Oscar H. 
Luhring signed a new consent decree in that 
court. The document was signed upon peti- 
tion of counsel for the public utilities com- 
mission, the Potomac Electric Power Com- 
pee 4 and People’s Counsel Richmond B. 
Keech. 
Under the terms of the new decree, a new 
sliding scale for rate adjustment each year 
is established, but the commission is not 


bound by this decree as it was by the old 
consent decree, under which rates were low- 
ered each year between 1924 and 1932. The 
document which was substituted for the 
Luhring decision sustaining, with modifica- 
tions, the sliding scale set up more than a 
year and a half ago by the commission car- 
ries a specific clause recognizing that the util- 
ities’ body may fix rates on its own initiative 
at any time, providing its action is reason- 
able. It was intimated that the present ar- 
rangement will probably stand for several 
years and should provide a smaller reduction 
each year until the minimum is reached. 

The present household rate of 3.9 cents 
per kilowatt hour was regarded as one of the 
lowest rates for fuel-generated domestic cur- 
rent in the United States. 


2 
Illinois 


Public Utility Status Proposed 
for Milk 


A= (H. 252) has been introduced by 
Representative McCarthy, of Elgin, to 
place the sale and distribution of milk under 
the jurisdiction of the Illinois Commerce 
Commission, the state agency which regu- 
lates public utilities. “I believe,” said Mr. 
McCarthy in discussing the bill, “that the 
only way to break the power of the milk 
dealers’ trust is to place it under the juris- 
diction of the commerce commission. The 
price paid to the farmer today is less than 2 
cents a quart, and that is all he gets to pay 
for his farm, his taxes, his cows, and his 


feed. On the other hand, the dealer gets 9 
cents a quart, and after paying the farmer 
has 7 cents left to cover his distribution costs. 

“Under the present system, the farmer is 
not getting a square deal and must take 
whatever he is offered. There is no one that 
he can protest to and no regulatory body 
who can remedy the situation. If this bill 
is passed, the farmer will get a better deal 
and so will the consumer. Milk is of more 
importance to the people than gas, electricity, 
or street car fares. It must go into every 
home, and is a commodity that we could not 
do without. It should be regulated so that 
there would be no profiteering, and we should 
prevent the control of that product by a 
great milk dealers’ trust such as now exists.” 


74 
Indiana 


Editor Defies Jail, Utilities, 
and Bank 


UNTINGTON, a community of 14,000 peo- 

ple, was reported by the New York 
Times to be excited over a struggle between 
a local editor, Claire W. H. Bangs, of the 
Huntington News, and the town’s banks and 
utilities. Mr. Bangs has been arrested for 
criminal libel and slander against a bank and 
was, on January 3lst, reported to be at lib- 
erty under a $5,000 bail, pending trial. But 
the electric light and power current, gas, and 
steam for his printing plant and office have 
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been disconnected. His telephone service has 
been cut off, and he has continued publica- 
tion of his newspaper by running one press 
by automobile engine power and setting 
type by hand, by the light of oil and gasoline 
lamps. Coal-burning stoves heat the offices. 

The editor attributed the action of the util- 
ities to his newspaper’s campaign for lower 
electric light and gas rates, petitions for 
which are now pending before the Indiana 
Public Service Com mmission. Attorneys for 
the bank, however, claim that the only con- 
spiracy against Mr. Bangs was an attempt 
to collect some of his debts, and that his 
power was cut off because of a bill for $700 
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and his telephone service for a bill of $200, 
and that his written and verbal utterances 


caused runs on local banks resulting in three 
of them being closed within a week. 


e 


Kansas 


Municipal Organization Seeks 
Lower Telephone Rates 


HE “municipal _ organization for lower 

telephone rates” in Kansas was formed 
at Manhattan on January 25th. Approxi- 
mately 150 representatives of 50 cities in the 
state participated in a meeting at which a 
resolution was adopted stating that telephone 
companies had refused to cut rates “com- 


aeuie with the economic condition.” J, 

. Greenleaf, chairman of the state public 
pest commission, said in a brief speech 
that he was “in sympathy” with the tele- 
phone users and expressed belief that the 
public service commission should represent 
the public’s viewpoint. 

The resolution adopted by the new organi- 
zation, deplored what it termed the “impo- 
tency” of the commission in obtaining rate 
reductions. 


z 
Maryland 


Index Figures Used in 
Rate Negotiations 


A! a result of negotiations between _the 
public service commission and the Con- 
solidated Gas Company, which were resumed 
at the end of January by Chairman Harold 
E. West, a sweeping reduction of nearly 
$1,000,000 a year in the rates of the utility 
for both gas and electric service to small 
home owners and industrial plants through- 
out the Baltimore area will probably be placed 
into effect sometime around March Ist, ac- 
cording to an announcement in the Balti- 
more News. If carried through on the ba- 
sis of a total cut of $1,000,000 the reduction 


e 


would amount to 14 per cent decrease on the 
electric bill of each domestic consumer, it 
was estimated. 

The conferences between officials of the 
gas company and the commission have been 
in progress ever since the commission an- 
nounced its intention of seeking a reduction 
in rates of all utilities in the state. For pur- 
poses of the conferences, a general series of 
index figures were prepared by the engineers 
for both parties, and a compromise between 
the two has been tentatively reached, which 
reduces the valuation of the company on 
which the earnings are computed. It is esti- 
mated that the return might be slightly less 
than 7 per cent, according to the item in 
the News. 


Massachusetts 


Legislative Drive against 
Service Charges 


ARNINGS that if the legislature failed 

to abolish the service charges and 
“clear up a nasty situation” the citizens of 
the state would launch a drive for public 
ownership of gas and electric companies of 
the commonwealth, and a threat to “expose 
the powerful power lobby manipulating about 
the corridors of the state house,” were sound- 
ed before the legislative committee on power 
and light by supporters of fifteen bills de- 
signed to prohibit the use of service charges 
by gas and electric companies operating with- 
in the state of Massachusetts. A number 
of legislators temporarily disregarded party 


affiliations and presented a united front in 
support of the many measures, and were 
joined by a number of Boston women repre- 
senting numerous civic and rooming-house 
associations. 

The threat to expose the “power lobby” 
was made by Representative Thomas F. Car- 
roll of Revere. The supporters of the meas- 
ure held that the charges were “unfair, un- 
necessary, unwarranted, and unjust,” and that 
the increased demand for the legislation was 
a demonstration of the “handwriting on the 
wall.” Representative Thomas Dorgan of 
Dorchester declared that the drive against the 
charges has been carried on for years, and 
that they should be abolished with no fur- 
ther bother about “any statistics on the mat- 
ter.” 
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Michigan 


State Attorneys to Push 
Utility Fight 


C= in all public utility rates can and 
should be ordered immediately by the 
Michigan Public Utilities Commission with- 
out waiting for “lengthy investigations,” 
Patrick H. O’Brien, attorney general, de- 
clared according to a news item in the De- 
troit Times of January 24th. Mr. O’Brien 
stated : 


“We intend to get action. The commission 


should take judicial notice of the generally 
decreased costs of materials and labor, and 
pass on the savings to the consumer. Then 
they can hold further investigations.” 

The attorney general said the “full force” 
of his office will be thrown behind an effort 
to force a cut in utility rates of all kinds. 
He said that he would take no action to in- 
tervene in the pending Detroit Edison rate 
case until after the commission has had an 
opportunity to act on Detroit's petition for 
a temporary reduction in rates pending ap- 
praisal. 


e 
Minnesota 


Municipal Rather than State 
Regulation Urged 


EGISLATION to compel Minnesota munici- 

palities to investigate and fix rates for 
telephone and electric light utilities was ad- 
vocated by State Senator Gerald T. Mullin 
at a legislative finance committee hearing on 
proposals to provide the state railroad and 
warehouse commission with funds for rate 
investigations. Senator Mullin, Minneapolis 
member of the legislature, made the sugges- 
tion after Attorney General Harry H. Pe- 
terson had requested the committee to pro- 
vide funds for a telephone rate investiga- 


tion. Mr. Peterson’s inability to estimate 
the amounts needed prompted Senator Mullin 
to propose a law directing municipalities to 
set rates in their own communities. 

“Setting of telephone and electric light 
rates is a matter that should be left to mu- 
nicipalities,” Senator Mullin said. “I am 
considering introduction of a measure re- 
quiring them, and not the railroad and ware- 
house commission, to make investigations 
and set rates. I think it is inconsistent to 
advocate repeal of the Brooks- Coleman Act 
giving the commission regulatory powers 
over one public utility and then turn around 
and propose giving the commission control 
over other public utilities.” 


v 
Nebraska 


Patrons Threaten Strike to 
Lower Rates 


MOVEMENT for a one-third reduction of 
rural telephone rates is under way 
among subscribers on the Omaha rural ex- 
change, and petitions are being circulated 


e 


which will be presented to the state railway 
commission, according to the Omaha World- 
Herald of January 20th. Although the peti- 
tions do not say so, Mr. Otto Boettger, one 
of the leaders in the movement, observed 
that there is an “understanding” among the 
subscribers to discontinue telephone service 
if no reduction is granted. 


Nevada 


Court Restrains Power 
Rate-cut Order 


A* order restraining the public service 
commission from enforcing its order for 
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reduced power rates in Winnemucca was is- 
sued by Federal Judge Frank H. Norcross 
in Carson City late in January. The order 
of the Federal court was issued on the com- 
plaint of the Western States Utilities Com- 
pany, and hearing on the petition for a pre- 
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liminary injunction was scheduled to be held that the order of the commission would con- 


sometime in February. The company asserts 


fiscate its property. 


e 


New Jersey 


Shore Cities Complain of 
Utility Rates 


AT Park aligned itself on February 
2nd with other shore communities seek- 
ing a reduction of utility rates throughout 
the shore communities, when the Associated 
Merchants of Asbury Park planned to fight 
for the revaluation of all public utility prop- 
erties in the state, and ultimate legislation 
to alter the methods of valuation. Charles 
Levinsohn, local merchant of Asbury Park, 
according to a news item in the Asbury Park 


Press, stated plans were being laid for fur- 
ther meetings for the organization of a con- 
certed movement in that direction. 

Mr. Levinsohn’s announcement followed a 
brief speech by former Judge Ward Kremer, 
of Asbury Park, who attacked the “exorbi- 
tant” gas, electric, and water rates now in 
effect in shore communities and other parts 
of the state, and pointed out that utility rates 
are the only costs which have not been re- 
duced during the economic slump. Judge 
Kremer represented five shore municipalities 
in 1921 in their battle against increased util- 
ity rates. 


@ 
New York 


Probe of New York City Rates 
Urged in Senate 


ITH a reduction of charges to the 1905 

level as its objective, a resolution call- 
ing for legislative investigation of gas and 
electric rates was introduced on February 
2nd in the assembly by Senator Philip M. 
Kleinfeld, Brooklyn Democrat. Five sena- 
tors and three assemblymen would make the 
probe and report back by March 1, 1934. An 
apropriation of $25,000 is asked. Senator 
Kleinfeld said that “the excessive price for 
heat, light, and power in New York city in- 
volves a great waste of city funds and im- 
poses a wrongful burden upon taxpayers and 
inhabitants of the city.” 

Senator Kleinfeld also charged that the 
various gas and electric companies operat- 
ing in New York city have interlocking di- 
rectorates, and that the controlling interests 
are centralized in certain holding companies. 


¥ 


Poughkeepsie Area to Receive 
Lowered Rates 


ustomers of the Central Hudson Gas and 

Electric Corporation will receive benefits 
to the extent of $235,000 a year from a gen- 
eral adjustment of gas and electric rates to 
simplify and unify the rate structure, accord- 
ing to the annual report of the company ad- 
dressed to the stockholders, described in the 


Poughkeepsie Eagle-News on February 2, 
1933. Operating revenues in 1932 were 
— 11.01 compared to $6,753,707.97 in 

Chairman of the board John L. Wilkie, and 
Ernest R. Acker, president, stated that the 
company had embarked upon a policy of co- 
Ordinating the company’s operations with the 
general economic conditions. To that end, a 
general adjustment of rates for gas and elec- 
tric service have been made which will sim- 
plify and unify rate structures and benefit 
the customers to the extent of $235,000 a 


year. 
aa 


Utility Fights Curb on 
Labor Policy 


Dane that the public service commis- 
sion has no more jurisdiction over the 
labor policies of the Brooklyn Edison Com- 
pany than it has over a department store or 
a hotel, Chauncey B. Garver, representing 
Shearman & Sterling, attorneys for the com- 
pany, at a hearing on February 8th in New 
York city, asked that a complaint alleg- 
ing “arbitrary, unjust, unreasonable, and un- 
lawful methods and practices” which “en- 
danger the adequacy and continuity of elec- 
tric service” be dismissed. If it were upheld, 
he said, the officers of the company might as 
well abdicate. 

Jerome Count, counsel for the National 
Committee on Power Utilities and Labor, 
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who appeared as attorney for the thirty cus- 
tomers who filed the complaint, argued that 
the public service law could be interpreted to 
give the commission jurisdiction over acts 
affecting the adequacy and continuity of 
service, or which were unjust or unreason- 
able. After the arguments of these and sev- 
eral other interested parties, Chairman Malt- 
bie closed the hearing on jurisdiction and di- 
rected that additional briefs be filed within 
a week. Commissioners Maurice C. Burritt 


and George R. Lunn sat with Chairman Malt- 


ie. 

The complaint is the first one on labor pol- 
icies ever to receive formal consideration 
from the commission. It alleges that the 
company during 1931 and 1932 laid off 5,000 
employees, although earnings were larger 
than ever and it had a large amount of con- 
struction work to be done. It also objected 
to labor conditions among employees still on 
the company’s payroll. 


e 


North Carolina 


Commission Ordered to Furnish 
Data to Legislature 


HE long-expected fight on public utilities 

operating in North Carolina broke in the 
general assembly January 20th when the 
house by a vote of 54 to 36 ordered the state 
corporation commission to furnish it not la- 
ter than February 15th with ‘ ‘a schedule of 
reasonable public utility rates.” The house 
had just adopted a report of the select Com- 
mittee on Reorganization of the State Gov- 
ernment, when the Mecklenburg delegation 
sent up the resolution demanding a revision 
in public utility rates and asking that the 


e 
Ohio 


Regulation of Contract Trucking 
Sought in New Law 


Ce motor truck operators would be 
placed under regulation of the public 
utilities commission by provisions of a bill 
(H. 222) introduced in the general assembly 
by Representative Herbert Baker, of Cincin- 
nati. Heretofore only common carrier trucks 
have been so regulated in Ohio. Under pro- 
visions of the Baker Bill, contract carriers 
would be required to secure a permit and to 
reveal to the commission the amount of 
equipment they use and the persons or cor- 
porations with whom they contract. They 
would be required to file reports of their ac- 
tivities with the commission and to pay a 
tax on each vehicle varying from $20 to $150 
a year, depending on the size of the truck. 


€ 
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house immediately consider the resolution. 
Among other things, the reorganization re- 
port called for the scrapping of the corpora- 
tion commission and, according to a news 
item in the Raleigh Times, the introduction 
of the resolution by the Mecklenburg dele- 
gation caught the house by surprise. 
Meantime, R. O. Self, chief clerk of the 
state corporation commission, declared in a 
press statement to the Raleigh Times of 
uary 24th that electric rates in North 
lina have been reduced to effect a saving of 
over $1,300,000 to consumers by hearings 
held by the commission. He explained that 
the changes were made by the four major 
electrical utilities in the state. 


Akron Seeks State Aid in Utility 
Rate Battle 


HE Akron city council utilities commit- 

tee decided to go to Columbus the latter 
part of January to present a formal demand 
for support of the state public utilities com- 
mission in financing an appraisal of the Ohio 
Edison Company properties. The decision 
was reached after the company had refused 
to recede from its “last word” 6-cent maxi- 
mum offer, and had carried the light rate 
dispute by printed letter to its Akron custom- 
ers. 

On the heels of the ruptured negotiations, 
Councilman Robert C. Ryder, announced that 
he would insist that the council enact a 5- 
cent per kilowatt-hour maximum rate ordi- 
nance. 
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Oregon 


Municipalities and Others Fail 
to Ask Power Permit 


to one application for a hydroelectric 
project, involving 5.2 horsepower, was 
filed with the Hydroelectric Commission of 
Oregon in 1932, according to the annual re- 
port of the commission. At the beginning 
of the year, it was stated 27 applications for 
preliminary permits and licenses were pend- 
ing. During the year licenses were issued 
for five projects involving 400 horsepower; 
four applications for projects involving de- 
velopment of 113,890 horsepower were re- 
jected because the applications were with- 
drawn, and one for a license for a project 
of 41 horsepower was tentatively approved. 
Fifteen applications for a total of 483,201 
horsepower were pending at the close of the 
year. 

The two proceedings approved by the com- 
mission for the creation of people’s utility 
districts failed of accomplishment when one 
or more municipalities or separate parcels of 
territory did not vote in favor of the plan. 


* 


Publicly Owned Telephone 
Co6éperatives Urged 


HE creation of codperative telephone dis- 
tricts is sought in a bill (H. 58) intro- 


duced in the Oregon house by a group of 
senators and representatives, and the legis- 
lature was asked by Governor Meier in a 
special message to memoralize Congress to 
provide for “adequate authority” for the In- 
terstate Commerce Commission or another 
Federal agency to regulate interstate tele- 
phone rates. The pending Oregon bill would 
require an election to be held upon the filing 
of a petition signed by 5 per cent of the qual- 
ified voters within any proposed district, 
which may be composed of contiguous ter- 
ritory in one or more counties, or of one or 
more municipalities, with or without unin- 
corporated territory. The affirmative vote 
of a majority of the voters of each munici- 
pality or parcel of territory would be re- 
quired before such section could be included 
in a district. Oregon now permits forma- 
tion of districts for other utilities. 

The affairs of the district would be placed 
under the control of five elected directors, 
who would be authorized to levy taxes and 
other assessments, and to “transact a codp- 
erative telephone business on the cooperative 
plan.” Governor Meier in his message stat- 
ed that within the last twenty years we have 
witnessed “the mushroom growth of a tele- 
phone monopoly so powerful that it has suc- 
ceeded in avoiding Federal regulation and in 
defying state control.” Governor Meier ex- 
pressly stated that he was referring to the 
American Telephone and Telegraph Com- 
pany. 


z 
Pennsylvania 


Philadelphia Electric 
Rates Reduced 


REVISED schedule of electric rates, effec- 

tive March 2nd, by which Philadelphia 
customers will realize an annual saving of 
at least $1,800,000, was announced January 
30th by the Philadelphia Electric Company. 
The new rates filed with the state public 
service commission in Harrisburg on Janu- 
ary 30th will benefit all classes of consum- 
ers in the entire territory served by the com- 
pany—Philadelphia and thé Delaware, Main 
Line, Schuylkill, and eastern divisions. 

The announcement stated that increased 
efficiency and economy of operation, and a 
revision in the practices, rules, and regula- 
tions of the company make possible the lower 
tariff schedules, which constitute the eleventh 


3 


major rate reduction to customers of the 
Philadelphia Electric Company since 1922. It 
was also stated that the practice of supplying 
free electric lamp renewals to customers of 
the company will be discontinued under the 
new regulations. However, it was explained 
that any additional expense incurred by the 
majority of customers because of the discon- 
tinuance of this practice would be far more 
than offset by the decrease in rates for elec- 
tric service. 

William H. Taylor, president of the com- 
pany, in commenting on the new schedule, 
warned that the company would be forced 
to ask for an upward revision of rates if the 
tax authorities, Federal, state, or local, should 
impose additional tax burdens not now fore- 
seen. A stipulation to that effect has been 
incorporated in the new tariff providing for 
the revised rates as announced. 
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Rhode Island 


Bill Introduced to End Utility 
Service Charge 


A= move against the public utilities, 
upon whom Governor Theodore Francis 
Green would impose a 1 per cent tax on their 
gross income for unemployment relief, was 
taken in the general assembly on February 
2nd by Representative William J. Chishoim, 
of Providence, according to a dispatch to the 
Pawtucket Times. Representative Chisholm 
sponsored an act which would forbid the cor- 


porations from exacting a service charge 
from the consumer of either gas or electric- 
ity, and providing further that no such util- 
ity corporation would base its rates on other 
than “on proper standards for manufactur- 
ing and producing such commodity.” 

An exception was allowed whereby the cor- 
porations would be allowed to exact a mini- 
mum charge of 50 cents in any month in 
which a customer actually consumed less than 
50 cents worth of gas or electricity. The bill 
was referred to the house corporations com- 
mittee. 


e 
West Virginia 


Statewide Inquiry into Utilities 
under Way 


HE house of delegates on February 2nd 

approved a resolution providing for an 
investigation of public utilities operating in 
the state of West Virginia. By a vote of 86 
to 4, the resolution introduced by Delegate 
Holt was adopted. This resolution set up a 
committee of five “to investigate the utility 
problem in the state of West Virginia.” 
After adoption of the resolution, Mr. Holt 
said the committee’s task will be a scrutiny 
of the workings of the public service com- 
mission. 


The committee, which is to be appointed by 
the speaker of the house, has power to in- 
vestigate the rates, rate-making process, and 
financial set-up of any or all utilities oper- 
ating in the state; to look into the participa- 
tion of utility employees, officials, companies, 
and corporations in political activity, elec- 
tions, and all other governmental activities; 
to investigate the activities, rulings, and or- 
ders of the public service commission; to 
study the assessment and taxation of public 
utilities, or to investigate any other matter 
dealing with the public utilities that the 
committee may determine to be of common 
good to the citizens of the state of West 
Virginia. 


= 
Wisconsin 


Commissioner Urges Utility 
“Depression Reserves” 


T= creation of “depression reserves” 
during periods of prosperity that would 
permit reduction of rates in times of eco- 
nomic stress was advocated for public utili- 
ties and railroads by Commissioner David E. 
Lilienthal, of the Wisconsin Public Service 
Commission, in a speech given in Washing- 
ton, D. C., on January 24th before the Insti- 
tute of Economics. The need for rate re- 
ductions during depressions was made evi- 
dent, the commissioner said, by the present 
lack of balance between the rigid rates of 
public utilities and railroads and the flex- 
ible prices of commodities. 

While consumers’ income dropped, utility 
charges remained the same, thus leaving pro- 
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portionately less of the community’s spend- 
ing power available for products whose prices 
have declined, he said. Commissioner Lil- 
ienthal added that the “depression reserve” 
could have a second purpose, that of aiding 
to maintain the credit standing of the utility 
at a time of decline in revenue owing to rate 
reductions and loss of business. Mr. Lilien- 
thal criticized the financial operations and 
general fair-weather financing of individuals 
and holding companies during the recent 
boom era as an indication of their failure 
to realize the responsibility and trust imposed 
upon the profession of public service. The 
commissioner predicted that public opinion 
would be developed to such a point that de- 
bauching of the public business of light 
and power would be regarded as repre- 
hensible as the misuse of trust funds for 


private gain. 




















The Latest Utility Rulings 








Scope of Rate-making Area for Phone Exchange Exceeds 
Municipal Unit 


oe indication that the recent hold- 
ing of the United States Supreme 
Court, in the now celebrated Martins- 
ville Case (which sustained the Indiana 
commission’s ruling that the municipal- 
ity should be considered as a unit for 
the electric rate-making area) should 
not be taken as imposing any mandatory 
restriction upon the right of commis- 
sions to broaden the scope of the rate- 
making area beyond the municipal unit 
in particular cases, is to be found in 
the recent decision of the Illinois com- 
mission granting a petition of the 
Southwestern Bell Telephone Company 
to furnish certain “commuted toll serv- 
ice” in the suburban area adjoining the 
city of East St. Louis. 

The telephone company was permit- 
ted, in the interest of more economical 
operations and more satisfactory serv- 
ice to the greatest number of its sub- 
scribers, to establish a commuted toll 
or a so-called “express” service for in- 
dividual line subscribers which would 
afford three interconnections through- 
out a common area previously occupied 
by three different and overlapping ex- 
changes, resulting from the unusual 
growth and layout of communities sit- 
uated within such area. 


The commission said that the bound- 
ary of a city is not in itself a factor 
affecting the operation of a telephone 
exchange, its revenues, expenses, or 
rate of return, and it is not, therefore, 
necessarily a controlling factor in deter- 
mining the rates that should be applied 
with respect to the scope of the area 
by application of rate classifications. 
The commission also stated that the 
contention that citizens residing within 
corporate limits are entitled to a prefer- 
ential consideration, as compared to 
those who reside outside of the city, 
does not apply to patrons of public 
utility service as it may apply to bene- 
ficiaries of public fire protection, police 
protection, school privileges, and so 
forth, for the reason that the latter are 
supported entirely by taxation while 
public utility services are supported en- 
tirely out of the revenues for which the 
users pay the standard legal rate for 
the particular class of service which 
they enjoy regardless of where they may 
be located. In granting the application of 
the telephone company for authority to 
revise its rate classification with respect 
to the exchange area, the commission 
made some modifications. Re South- 
western Bell Telephone Co. (22184.) 


e 


Colorado Commission Directs Utility Consumers 
to Pay Bills 


A RATHER unusual order was entered 
by the Colorado commission, sus- 
taining the complaint of a water utility 
against the alleged refusal of its cus- 
tomers to pay their bills. The commis- 
sion ordered all customers of the utility 
to pay within ten days of billing by the 
utility all sums due for service, where 
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evidence indicated that a disposition of 
problems involving a necessary adjust- 
ment of rates and service improvement 
would be delayed until such revenue 
was realized. The customers, it ap- 
peared, had persistently refused to pay 
their bills. 

In replying to the utility’s complaint, 
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the customers challenged the title and 
ownership of the complaining utility to 
the utility property involved, and asked 
that the Colorado commission take over 
and operate the plant pending determi- 
nation of the question of ownership. 
The commission ruled, however, that it 
not only had no power to pass upon the 
question of legal title of public utility 
property, but that it had no power to 
take charge of utilities and operate 
them temporarily pending the solution 
of litigated problems. 
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The water utility was permitted to 
waive water charges from the custom- 
ers during a 3-month period in which 
a serious shortage of water had oc- 
curred. The utility was also permitted, 
at its own request, to waive 15 per cent 
of amounts due from its customers, as 
shown by their meters for service dur- 
ing a period in which evidence indicated 
that meter registration had been in- 
accurate by reason of air passing 
through service lines. Chandler & Mc- 
Kenzie, Inc. v. Osland (Case No. 961.) 


e 


South Carolina Commission Slashes Power and Phone Rates 


N two important decisions handed 

down on successive days during the 
middle of January, the South Carolina 
commission ordered reductions in the 
rates for electricity charged by the 
Broad River Power Company by an 
annual amount estimated at $175,000, 
and in rates charged for local telephone 
service by the Southern Bell Telephone 
and Telegraph Company by an annual 
amount estimated at $400,000, or 20 per 
cent of the then existing rate level. 

In the electric rate case, the com- 
mission found that the rates which the 
company was charging yielded approx- 
imately 10.3 per cent return in 1932 
on the fair value of the property as 
found by the commission at $12,500,000. 
The company had claimed a reproduc- 
tion cost valuation less depreciation in 
the amount of $26,319,132.30. The 
commission sharply criticized the ap- 
praisal methods placed in evidence by 
the utility, as well as the utility’s state- 
ment of operating expenses which the 
commission substantially modified on 
account of alleged excessive payments 
for managerial and other services 
brought about, it was said, by the 
pressure of holding company control. 
The commission found that by reason 
of such control, the “absentee” or New 
York management of the local utility 
through intercorporate relations not 
only results in excessive and unneces- 
sary charges to operating expenditures, 
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but “is prejudicial to the public interest, 
largely increases the difficulties of rate 
fixing, and tends to increase rates.” 
It was stated that such an operating sys- 
tem “should be remedied as soon as 
and as far as practicable.” 

Aside from the sharp reductions in 
the electric utility’s claims for rate base 
and operating expense account (includ- 
ing depreciation) the commission’s rate 
reduction appeared, from the opinion, 
to leave quite a liberal allowance for 
return, since it was estimated that with 
the anticipated increase in consumption 
owing to the rate cut as well as with 
the benefits of certain indicated operat- 
ing economies, the new rates would still 
produce nearly 10 per cent return on 
the estimated rate base, whereas it was 
said that a return of from 6 to 7 per 
cent would be reasonable enough under 
present economic conditions. 

One of the unusual points decided in 
the electric rate case was whether the 
company should be allowed to capitalize 
the value of free power, which it was 
obliged to furnish to the state of South 
Carolina under a settlement granting 
the old Columbia canal property for the 
use of the utility. The commission 
ruled that the attempt to capitalize was 
an effort to evade and defeat the terms 
of the Settlement Act and should not 
be permitted, and even if credit were 
allowed, the cost to the company of 
furnishing the free power, rather than 
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the price which it would have brought 
in the open market, as claimed by the 
utility, would be the proper basis for 
computation. The commission also re- 
fused to allow the utility to charge as 
an operating expense the cost of re- 
habilitating and operating a railway 
service which it was obliged to resume 
by order of the supreme court of the 
state, affirmed by the United States 
Supreme Court (281 U. S. 537), hold- 
ing unlawful the abandonment of such 
service by the utility from 1927 to 1931, 
although the commission intimated that 
some credit may hereafter be allowed if 
such railway operations continue to be 
unprofitable. 

In the telephone case, the rates 
charged by the company were found 
to have yielded on a computed maxi- 
mum rate base of $8,500,000 (as com- 
pared with the value claimed by the 
company of $11,403,794), a net operat- 
ing revenue of 11.32 per cent. The 
reduced schedule was calculated to pro- 
duce between 6 and 7 per cent return, 
which was held reasonable under pre- 
vailing operating conditions. 
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The most drastic modification made 
of the telephone company’s claims by 
the commission occurred in the operat- 
ing expense allowance. The commis- 
sion found that the claimed annual al- 
lowance for depreciation of about 5.45 
per cent was too high and reduced it 
by one per cent. The commission also 
found that the salaries and wages of 
the utility had not been cut during the 
depression. The commission pointed 
out that wages of all persons through- 
out the United States had been reduced 
from 10 to 50 per cent and saw “no 
reason why employees and officers of 
a public service corporation should be 
allowed to form a privileged class of 
persons who are not affected.” A 20 
per cent slash in the operating expense 
account for wages of all telephone com- 
pany employees was accordingly or- 
dered. A cut in the extra cost of 
French set telephones from 50 to 25 
cents a month was also ordered. Re 
Broad River Power Co. (Docket 1243, 
Order No. E-26); Re Southern Bell 
Telephone & Telegraph Co. (Docket 
No. 1166, Order No. 921.) 


Finding the Increment Cost of a Special Class of Service 


wo recent decisions of the New 

York commission dealt with the 
fairly novel problem of computing the 
so-called increment cost of a special 
class of utility service. The cases treat- 
ed respectively of gas for space heating 
and suburban commutation to and from 
New York city. 

The gas rate case was rather unusual 
in that it arose on complaint of the town 
of Harrison against the low rates 
charged for space-heating service by 
the Westchester Lighting Company. 
Usually, municipalities are heard to 
complain only about high rates charged 
by utilities to their inhabitants, but in 
this case the town evidently felt that 
the utility, in an effort to stimulate 
patronage for the comparatively new 
space-heating service, was serving such 
customers at less than cost, with the re- 


sult that the other customers of the 
utility were paying higher rates than 
necessary in order to carry such cost. 
This led to the difficult problem of 
determining the true cost of furnishing 
space-heating gas service. Should this 
cost be computed by allocating to it a 
proportionate amount of the utility’s 
capital account, operating expenses, and 
revenues (based upon the ratio of gas 
use between space-heating customers 
and total consumption)? Or should it 
be computed upon increment cost? In- 
crement cost was defined as the addi- 
tional expense actually incurred by rea- 
son of the additional business repre- 
sented by the class of service in ques- 
tion (here, space heating) being under- 
taken. This theory implies, of course, 
that the gas business was established, 
operating, and profitable—then space 
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heating was added as a field for future 
expansion, and that rates for it need 
only be based upon the necessary addi- 
tional expense of the additional under- 
taking, and should not be charged with 
an aliquot proportion of capital, ex- 
penses, and revenues required for the 
preéxisting gas business. 
Commissioner Van Namee, in the gas 
rate case went to considerable pains 
to analyze the cost of the space-heating 
service on both theories. He found 
that the existing rates charged produced 
a net annual return of $25,580 upon a 
capital investment computed upon the 
increment cost theory of $155,742, and 
a return of $60,220 upon a capital in- 
vestment computed upon the general 
allocated cost theory of $1,000,000. In 
either event, concluded Commissioner 
Van Namee, the existing rates at least 
paid for the cost of the service and 
produced some net earnings. He felt 
that in view of the utility’s aim to 
develop this experimental class of busi- 
ness, such evidence that its expense 
was not a positive burden upon other 
classes of utility consumers was suffi- 
cient to justify the existing low rates. 
When, in addition to this, he conclud- 
ed that even if the space-heating gas 
rates were increased, as requested by 
the town of Harrison, there would not 
result a generally excessive return to 
the utility so as to warrant a rate re- 
duction for other classes of the utility’s 
consumers, he felt constrained to hold 
that the petition should be dismissed. 
In other words, why increase rates to 
one class of consumers which could not 
result in a decrease in the rates to the 
other classes where, as in this case, the 
utility seemed perfectly willing to go on 
serving at the low rates under com- 
plaint? Commissioners Burritt, Lunn, 
and Brewster concurred in this result 
reached by Commissioner Van Namee, 
but specifically dissented from the find- 
ings in his memorandum opinion. 
Commissioner Burritt did not believe 
that the increment cost theory could or 
should be carried to its logical conclu- 
sion or applied generally. Chairman 
Maltbie dissented not only from Com- 


missioner Van Namee’s opinion, but 
also from his result. The chairman dis- 
approved of the hearing commissioner’s 
methods of computing both general cost 
allocation and increment cost. He add- 
ed that “if the increment cost method 
were applied to every class of service, 
there would be left a considerable resi- 
due of charges which would be borne 
by no class of customers, and the rates 
so fixed would be illegal as not produc- 
ing a fair return to the company.” 

Additional evidence of Chairman 
Maltbie’s desire for caution in applying 
the increment cost method is to be 
found in the commutation fare case in 
which he wrote an opinion concurred in 
by all the other commissioners except 
Commissioner Lunn who was not pres- 
ent. He stated that increment cost must 
be used with much caution in apportion- 
ing the cost of railroad service, since it 
is possible by its application to place an 
undue burden of expense and fixed 
charges upon classes of traffic that 
should not equitably be made to bear 
them. Nevertheless, he was of the 
opinion that in the establishment of 
commutation rates which have been for 
generations (over eighty years) found- 
ed upon an increment cost basis, it 
should not be completely ignored. 

In this second case, it was the rail- 
road company which originally com- 
plained that commutation rates were in- 
adequate. As a result of the commis- 
sion’s opinion, the company was permit- 
ted to continue charging a 25 per cent 
increase (as compared with an attempt- 
ed 40 per cent increase). Available 
evidence was held to indicate that the 
increased fares (as modified) were rea- 
sonable in view of the prevailing ad- 
verse economic conditions and the re- 
duced earnings of the company. The 
company was also requested to with- 
draw its application for the 40 per cent 
increase. Among the interesting points 
discussed in determining the cost of the 
commutation service were the allocation 
of the cost of Pullman and dining-car 
mileages, terminal expenses, peak-hour 
loading expense, total operating mileage 
expense, as applied to commutation 
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